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UNITED  STATES-JAPAN  TRADE,  COMMERCIAL, 
AND  ECONOMIC  RELATIONS 


TUESDAY,  JULY  13,  1993 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Subcommittee  on  Trade, 

Washington,  D.C. 
The  subcommittee  met,  pursuant  to  call,  at  10  a.m.,  in  room 
1100,   Longworth  House  Office  Building,   Hon.   Sam  M.   Gibbons 
(chairman  of  the  subcommittee)  presiding. 

[The  press  release  announcing  the  hearing  follows:] 


(1) 


FOR  IMMEDIATE  RELEASE 
WEDKESDAY,  JUNE  30,  1993 


SUBCOMMITTEE  ON  TRADE  #12 

COMMITTEE  ON  WAYS  AND  MEANS 

U.S.  HOUSE  OF  REPRESENTATIVES 

1102  LONGWORTH  HOUSE  OFFICE  BUILDING 

WASHINGTON,  D.C.   20515 

TELEPHONE:   (202)  225-1721 


THE  HONORABLE  SAM  M.  GIBBONS  (D. ,  FLA.),  CHAIRMAN, 

SUBCOMMITTEE  ON  TRADE,  COMMITTEE  ON  WAYS  AND  MEANS, 

U.S.  HOUSE  OF  REPRESENTATIVES,  ANNOUNCES  A  PUBLIC  HEARING 

ON  UNITED  STATES-JAPAN  TRADE,  COMMERCIAL,  AND  ECONOMIC  RELATIONS 


The  Honorable  Sam  M.  Gibbons  (D. ,  Fla.),  Chairman  of  the  Subcommittee 
on  Trade,  Committee  on  Ways  and  Means,  U.S.  House  of  Representatives, 
today  announced  that  the  Subcommittee  will  hold  a  public  hearing-  on  U.S.- 
Japan trade,  commercial,  and  economic  relations.   The  hearing  will  be  held 
on  Tuesday,  July  13,  1993,  in  the  main  Committee  hearing  room,  1100  Long- 
worth  House  Office  Building,  beginning  at  10:00  a.m. 

Japan  is  one  of  the  United  States'  most  important  trading  partners. 
Japan  is  the  second  largest  (Canada  is  the  first)  export  market  for  U.S. 
goods  and  also  the  second  largest  source  of  U.S.  imports  (again  behind 
Canada).   In  the  post  Cold  War  era,  trade,  commercial,  and  economic  issues 
are  likely  to  take  on  new  significance  in  the  overall  U.S. -Japan  relation- 
ship, which  in  the  past  has  been  influenced  more  by  foreign  policy  and 
national  security  concerns. 

The  U.S. -Japan  trade  relationship  has  been  as  problematic  as  it  has 
been  important.   U.S. -Japan  trade  frictions  stem  from  a  number  of  factors, 
the  most  obvious  of  which  is  the  large  merchandise  trade  surplus  Japan  has 
run  with  the  United  States  and  with  the  rest  of  the  world  (ROW).   In  1992, 
Japan's  surplus  with  the  United  States  was  approximately  $48  billion  and 
with  the  ROW,  a  record  of  $133  billion.   A  second  source  of  difficulty  has 
been  Japan's  failure  to  eliminate  key  barriers  to  market  access.   Such 
barriers  include  structural  impediments,  such  as  Japan's  closed 
distribution  system  and  Japanese  land  policy,  and  sectoral  barriers  in 
industries,  including  autos  and  auto  parts,  supercomputers,  satellites, 
forestry  products,  agricultural  products,  telecommunications  equipment, 
and  construction.   A  third  set  of  problems  has  arisen  in  conjunction  with 
certain  Japanese  imports  into  the  United  States,  particularly  in  key 
industries  such  as  autos  and  steel.   Finally,  the  U.S. -Japan  trade 
relationship  has  been  strained  by  allegations  that  Japanese-owned 
companies  producing  in  the  United  States,  the  so-called  "transplants," 
have  engaged  in  anticompetitive  practices. 

Although  the  Clinton  Administration's  policy  on  trade  is  evolving, 
recent  reports  indicate  that  the  President  and  his  trade  and  economic 
officials  intend  to  take  a  pragmatic,  "results-oriented"  approach  to 
tackling  problems  in  the  U.S. -Japan  economic  relationship.   Among  the 
objectives  of  this  approach  are  to  enhance  American  goods'  and  services' 
access  to  the  Japanese  market  and  to  encourage  Japanese  "transplants"  to 
source  more  from  American  companies. 


On  April  16  of  this  year.  President  Clinton  and  Prime  Minister 
Miyazawa  met  in  Washington,  at  which  time  the  two  leaders  agreed  to  forge 
a  new,  multifaceted  framework  for  negotiations  over  the  next  three  years 
on  bilateral  trade,  commercial,  and  economic  issues.   U.S.  and  Japanese 
negotiators  have  since  had  a  series  of  talks  on  this  framework,  with  the 
intent  of  reaching  agreement  by  as  early  as  the  July  7-9  summit  of  the 
Group  of  Seven  (G-7)  countries  in  Tokyo. 

According  to  press  reports,  the  United  States  has  proposed  a 
framework  that  includes  macroeconomic  objectives  such  as  a  reduction  in 
Japan's  merchandise  trade  surplus  as  a  percentage  of  gross  domestic 
product  (GDP)  and  an  increase  in  the  value  of  foreign  manufactured  imports 
into  Japan,  also  as  a  percentage  of  GDP.   In  addition,  the  United  States 
has  suggested  that  negotiations  with  Japan  focus  on  baskets  of  sectoral 
and  structural  problems,  including  (1)  Japan's  compliance  with  existing 
trade  agreements;  (2)  Japanese  government  procurement;  (3)  regulatory 
reform  and  regulated  industries  in  Japan;  (4)  Japan's  automobile  and 
automotive  parts  industry  in  Japan  and  in  the  United  States;  and  (5)  U.S.- 
Japan "economic  integration,"  which  encompasses  investment  practices, 
technology  transfer,  intellectual  property  rights,  emerging  technologies, 
and  long-term  business  relationships. 

With  the  Clinton  Administration's  policy  on  Japan  taking  shape,  and 
with  the  potential  for  further  developments  in  the  bilateral  framework 
negotiations  at  the  upcoming  G-7  summit  in  Tokyo,  it  is  an  opportune  time 
for  the  Subcommittee  to  hear  testimony  from  Administration  officials  and 
from  interested  public  witnesses  on  U.S. -Japan  trade,  commercial,  and 
economic  relations.   This  hearing  will  provide  the  Administration  with  a 
forum  in  which  to  brief  the  Subcommittee  on  the  results  of  the  G-7  summit 
in  Tokyo,  both  generally,  and  specifically,  with  respect  to  U.S. -Japan 
relations.   In  addition,  the  Subcommittee  is  interested  in  hearing 
testimony  from  others  who  wish  to  provide  their  views  on  the  U.S. -Japan 
trade  relationship  and  how  the  Administration  is  dealing  with  it. 

DETAILS  FOR  SUBMISSION  OF  REQUESTS  TO  BE  HEARD; 

Requests  to  be  heard  must  be  made  by  telephone  to  Harriett  Lawler, 
Diane  Kirkland,  or  Karen  Ponzurick  [telephone  (202)  225-1721]  by  close 
of  business  Wednesday,  July  7,  1993.   The  telephone  request  should  be 
followed  by  a  formal  written  request  to  Janice  Mays,  Chief  Counsel  and 
Staff  Director,  Committee  on  Ways  and  Means,  U.S.  House  of  Representa- 
tives, 1102  Longworth  House  Office  Building,  Washington,  D.C.  20515.   The 
Subcommittee  staff  will  notify  by  telephone  those  scheduled  to  appear  as 
soon  as  possible  after  the  filing  deadline.   Any  questions  concerning  a 
scheduled  appearance  should  be  directed  to  the  Subcommittee  office 
[(202)  225-3943]. 

In  view  of  the  limited  time  available  to  hear  witnesses,  the  Subcom- 
mittee may  not  be  able  to  accommodate  all  requests  to  be  heard.   Those 
persons  and  organizations  not  scheduled  for  an  oral  appearance  are  encour- 
aged to  submit  written  statements  for  the  record  of  the  hearing.   All 
persons  requesting  to  be  heard,  whether  they  are  scheduled  for  oral 
testimony  or  not,  will  be  notified  as  soon  as  possible  after  the  filing 
deadline. 


witnesses  scheduled  to  present  oral  testimony  are  requested  to 
briefly  summarize  their  written  statements.   The  full  statement  will  be 
included  in  the  printed  record. 

In  order  to  assure  the  most  productive  use  of  the  limited  amount  of 
time  available  to  question  hearing  witnesses,  witnesses  scheduled  to 
appear  before  the  Subcommittee  are  required  to  submit  150  copies  of  their 
prepared  statement  to  the  Subcommittee  on  Trade  office,  room  1136  Long- 
worth  House  Office  Building,  at  least  24  hours  in  advance  of  their 
scheduled  appearance.   Failure  to  do  so  may  result  in  the  witness  being 
denied  the  opportunity  to  testify  in  person. 

WRITTEN  STATEMENTS  IN  LIEU  OF  PERSONAL  APPEARANCE: 

Any  interested  person  or  organization  may  file  vnritten  comments  for 
inclusion  in  the  printed  record  of  the  hearing.   Persons  submitting 
written  comments  for  the  printed  record  should  submit  at  least  six  (6) 
copies  of  their  comments  by  the  close  of  business  Monday,  July  19,  1993, 
to  Janice  Mays,  Chief  Counsel  and  Staff  Director,  Committee  on  Ways  and 
Means,  U.S.  House  of  Representatives,  1102  Longworth  House  Office 
Building,  Washington,  D.C.  20515.   If  those  filing  written  statements  for 
the  printed  record  of  the  hearing  wish  to  have  their  statements  distribut- 
ed to  the  press  and  the  interested  public,  they  may  provide  100  additional 
copies  for  this  purpose  to  the  Subcommittee  office,  room  1136  Longworth 
House  Office  Building,  before  the  hearing  begins. 

FORMATTING  REQUIREMENTS; 

Each  statement  presented  for  printing  to  the  Committee  by  •  witness,  any  written  statement  or  exhibit  subiriii.. 
for  the  printed   record  or  any  written  comments  in  response  to  a  request  for  written  comntents  must  conform  to  the 
guidelines  listed  below.     Any  statement  or  exhibit  not  in  compliance  with  these  guidelines  will  not  be  printed,  but  will  be 
maintained  in  the  Committee  Tiles  for  review  and  use  by  the  Committee. 

1.  All  statements  and  any  accompanying  exhibits  for  printing  must  be  typed  in  single  space  on  legal-size  paper  and 
may  not  exceed  a  total  of  10  pages. 

2.  Copies  of  whole  documents  submitted  as  exhibit  material  will  not  be  accepted  for  printing.  Instead,  exhibit 
material  should  be  referenced  and  quoted  or  paraphrased.  All  exhibit  material  not  meeting  these  specifications 
will  be  maintained  in  the  Committee  Tiles  for  review  and  use  by  the  Committee. 

3.  Statements  must  contain  the  name  and  capacity  in  which  the  witness  will  appear  or,  for  written  comments,  the 
name  and  capacity  of  the  person  submitting  the  statement,  as  well  as  any  clients  or  persons,  or  any  organization 
for  whom  the  witness  appears  or  for  whom  the  statement  is  submitted. 

4.  A  supplemental  sheet  must  accompany  each  statentent  listing  the  name,  fuH  address,  a  telephone  number  where 
the  witness  or  the  designated  representative  may  be  reached  and  a  topical  outline  or  summary  of  the  comments 
and  recommendations  in  the  full  statement.    This  supplemental  sheet  will  not  be  included  in  the  printed  record. 

The  above  restrictions  and  limitations  apply  only  to  material  being  submitted  for  printing.  Statements  and  exhibits 
or  supplementary  material  submitted  solely  for  distribution  to  the  Members,  the  press  and  the  public  during  the  course  of 
a  public  hearing  may  be  submitted  in  other  forms. 

********** 


Chairman  Gibbons.  Good  morning. 

Is  Mr.  Dreier  present? 

[No  response.] 

Chairman  Gibbons.  Ambassador  Kantor,  let's  take  you  first. 

While  Ambassador  Kantor  is  taking  his  place,  let  me  make  an 
opening  statement,  then  any  other  members  who  want  to  can  make 
a  statement. 

Mr.  Ambassador,  we  called  this  meeting  this  morning  because  we 
wanted  a  firsthand  report  fi'om  you  on  the  two  things  you  have 
been  participating  in  in  Tokyo:  one,  the  jump  starting  of  the  Uru- 
guay round;  and  two,  the  meeting  of  the  G-7  countries.  We  would 
like  your  views  and  we  ask  you  to  be  as  candid  as  you  can  be  in 
this  public  arena.  We  are  particularly  interested  in  the  bilateral 
framework  agreement  that  you  concluded  with  Japan  in  an  effort 
to  begin  opening  the  Japanese  market.  We  realize  that  the  Japa- 
nese Government  is  in  a  shaky  position  in  that  it  is  facing  elections 
very  shortly,  and  that  Tokyo  is  not  really  in  a  position  to  do  much 
bargaining.  Nevertheless,  we  are  going  to  have  to  follow  the  nego- 
tiations very  closely.  And  as  I  told  the  two  deputies  seated  on  ei- 
ther side  of  you  the  other  day,  we  really  want  to  find  some  objec- 
tive criteria  by  which  we  can  grade  ana  judge  the  effectiveness  of 
U.S.  policy  vis-a-vis  Japan,  and  we  are  going  to  have  to  follow  the 
negotiations  very  closely.  We  realize  the  framework  agreement  is 
just  a  part  of  the  development  of  these  criteria. 

So,  Mr.  Payne  or  Mr.  Crane,  would  you  like  to  make  statements 
before  we  hear  from  Ambassador  Kantor? 

All  right,  fine.  Ambassador  Kantor,  let's  go  ahead. 

Mr.  Crane.  Wait,  I  would  like  to  say  something. 

Chairman  Gibbons.  Oh,  Mr.  Crane  has  something  he  wants  to 
say. 

Mr.  Crane.  I  would  like  to  make  a  brief  statement.  Thank  you, 
Mr.  Chairman. 

Mr.  Chairman,  I  want  to  welcome  Ambassador  Kantor  here  to 
discuss  the  recent  step  forward  in  the  Uruguay  round  talks. 
Though  modest  in  substance,  the  G-7  market  access  agreement  is 
important  symbolically.  However,  much  remains  to  be  done  in  the 
tariff  area  and  the  United  States  should  not  continue  to  be  recal- 
citrant in  agreeing  to  moderate  some  of  our  very  high  tariff  peaks, 
especially  in  the  textile  area  if  we  expect  success. 

The  U.S.  bilateral  trade  deficit  with  Japan  and  Japan's  extraor- 
dinary trade  surplus  with  the  world  are  difficult  problems  that 
must  be  addressed,  but  success  in  this  area  will  not  come  through 
intervention  by  zealous  governments,  but  rather  through  reliance 
on  market  forces.  The  enormous  trade  flows  between  our  two  coun- 
tries represent  millions  of  individual  economic  transactions  that 
are  a  testimony  to  competitiveness. 

In  the  upcoming  framework  talks  with  Japan,  I  urge  you  to  focus 
on  actual  government  restrictions  to  market  access  in  Japan.  We 
should  seeK  to  deregulate  the  Japanese  economy  so  our  entre- 
preneurs will  have  more  opportunities  to  succeed  there.  Most  im- 
portantly, we  must  urge  Japan  to  assume  responsibility  for  the 
world  trading  system  commensurate  with  the  large  economic  bene- 
fits it  receives  from  liberalized  trade.  There  are  important  issues 
in  the  round  where  Japan  needs  to  give  more  and  work  harder  to 


help  develop  consensus  on  tariffs,  market  access,  and  services  in 
particular.  We  must  assess  our  problems  with  Japan  in  light  of  the 
many  positive  aspects  of  the  bilateral  relationship. 

Japan  is  our  second  most  important  export  market,  and  Japanese 
citizens  spend  more  per  capita  to  purchase  U.S.  goods  than  U.S. 
citizens  spend  to  purchase  Japanese  products.  U.S.  exports  to 
Japan  increased  109  percent  between  1986  and  1992,  and  last  year 
U.S.  exporters  sold  $47.8  billion  of  exports  to  Japan,  making  it  a 
very  lucrative  market,  indeed.  In  short,  the  bilateral  imbalance  is 
only  a  small  part  of  a  much  larger,  more  complicated,  and  I  think 
more  positive  picture. 

I  thank  you  for  yielding,  Mr.  Chairman,  and  I  look  forward  to  to- 
day's testimony. 

Chairman  Gibbons.  Well,  thank  you. 

Let  me  make  an  administrative  announcement  before  we  start. 
We  have  to  clear  this  room  today  by  12:45  in  order  to  make  room 
for  a  meeting  with  Ambassador  Kantor  and  his  colleagues  who  are 
to  brief  us  on  this  same  subject,  so  I  wish  all  witnesses  would  keep 
that  in  mind  and  try  to  keep  their  remarks  as  succinct  as  possible. 

Ambassador  Kantor. 

STATEMENT  OF  HON.  MICHAEL  KANTOR,  U.S.  TRADE 
REPRESENTATIVE 

Ambassador  Kantor.  Thank  you  very  much,  Mr.  Chairman.  I  am 
glad  to  have  not  only  you,  but  Congressman  Crane  and  Congress- 
man Payne,  and  I  will  let  them  debate  some  of  the  finer  points  of 
this  among  themselves  as  we  go  forward  with  the  Uruguay  round. 
Obviously,  as  you  reach  these  agreements,  there  are  always  areas 
in  which  people  will  disagree,  Mr.  Chairman,  as  to  how  you  should 
negotiate  and  what  should  be  obtained,  but  let  me  just  say  that  we 
view  what  the  President  accomplished  at  the  Gr-7  in  terms  of  the 
Uruguay  round  as  a  breakthrough.  For  7  years  we  have  been  seek- 
ing a  market  access  agreement  in  manufactured  products,  and  that 
was  achieved.  There  were  some  people  who  will  believe  we  didn't 
get  enough,  some  people  who  will  believe  we  got  too  much  in  some 
areas  and  not  enough  in  others,  but  in  the  18  sectors  I  think  it  can 
be  clearly  stated  that  breakthrough  was  achieved  and  we  have 
reengaged  the  round,  and  we  have  a  new  momentum  based  on  the 
confidence  I  think  that  has  been  engendered  between  not  only  the 
quad  nations,  the  quad  entities,  the  European  Community,  Can- 
ada, Japan,  and  the  United  States,  but  the  G-7.  And  I  would  like 
to  report  to  you  that  meetings  are  already  being  held  in  Geneva  in- 
volving not  only  U.S.  representatives,  but  representatives  of  other 
nations  as  well  under  the  leadership  of  the  new  GATT  head,  Peter 
Sutherland  from  Ireland.  And  Peter  reported  to  me  yesterday  that 
in  fact  there  is  great  optimism. 

We  know  we  have  a  lot  of  work  ahead  of  us,  that  this  market 
access  agreement  in  manufactured  products  is  just  a  beginning.  We 
have  to  address  the  issue  of  services  where  we  did  make  some 
progress,  which  I  would  be  happy  to  talk  about  today,  the  very  im- 
portant issue  of  agriculture,  where  we  need  to  make  tremendous 
progress  in  the  area  of  tariffication  and  the  areas  of  both  current 
and  minimum  access,  as  well  as  disaggregation  and  other  areas  as 
well,  and,  of  course,  the  so-called  rules,  the  trade  rules,  various 


areas  in  that  that  we  are — as  you  know,  the  United  States  is  con- 
cerned about,  whether  it  is  the  antidumping  language  currently  in 
the  draft  final  act  or  the  subsidies  portion  of  the  draft  final  act, 
other  areas  as  well,  including  the  protection  of  intellectual  prop- 
erty, and  so  we  know  this  is  just  a  beginning  and  we  are  trying 
to  be  pragmatic  and  practical  and  realistic  about  what  was 
achieved,  but  I  think  it  clearly  can  be  said  that  this  President  by, 
one,  indicating  on  February  26  at  American  University  that  the 
Uruguay  round  was  one  of  the  highest  priorities  of  this  administra- 
tion and  was  a  significant  part  if  not  a  vital  part  of  his  economic 
plan,  was  a  start,  that  he  then  asked  for  the  renewal  of  fast  track, 
which  this  committee  and  others  in  the  Congress  provided  the  lead- 
ership with  regard  to  in  order  to  get  fast  track  not  only  through 
this  body  but  the  other  body  without  amendment,  which  was  criti- 
cal to  our  credibility  in  dealing  with  our  trading  partners  in  reach- 
ing an  agreement. 

Next,  of  course,  the  President  insisted  we  take  up  market  access 
in  manufactured  products  and  services  first,  which  I  think  was  a 
wise  choice  on  his  part,  and  insisted  that  we  complete  it  by  the  G- 
7  which  gave  a  real  time  limit  to  these  discussions.  In  the  mean- 
time the  President,  as  you  know,  engaged  world  leaders  in  contin- 
ual discussions  with  regard  to  completing  the  market  access  discus- 
sions by  the  G-7  and,  of  course,  completing  the  Uruguay  round  by 
December  15.  Truly  this  was  an  area  in  which  the  United  States, 
President  Clinton,  the  cooperation  of  this  Congress  worked  together 
in  order  to  fully  restart  a  process  that  was  badly,  badly  in  need  of 
some  momentum,  and  I  think  we  achieved  that  in  Tokyo.  You 
know,  there  is  a  tendency,  Mr.  Chairman,  to  want  to  overstate 
what  was  achieved,  especially  when  you  come  home  and  it  has 
been  a  good  week,  but  I  don't  think  we  should  do  that  in  this  case 
or  in  the  case  of  the  Japan  framework. 

I  think  we  ought  to  be  realistic  about  what  we  face.  This  is  tough 
sledding.  There  are  a  number  of  major  issues  we  will  face  together. 
This  committee  has  been  extremely  supportive  of  the  administra- 
tion on  both  sides  of  the  aisle,  which  we  appreciate  and  will  con- 
tinue to  work  with  you  on  market  access  issues,  on  services  issues, 
on  agricultural  issues,  on  issues  of  the  rules  of  the  game,  so  to 
speak,  in  order  that  we  can  get  a  balanced  and  successful  Uruguay 
round  package  by  December  15. 

I  would  like  to,  before  I  get  into  the  Japan  framework,  introduce 
to  the  committee  my  two  ambassadors.  Ambassador  Yerxa  and  Am- 
bassador Barshefsky  who  did  such  incredibly  good  work  in  Japan 
leading  up  to  that.  Truly  we  would  not  have  been  able  to  reach  the 
agreements  we  reached  without  them.  I  think  they  deserve  a  lion's 
share  of  the  credit,  and  the  President  has  said  it  and  I  would  like 
to  say  it  to  this  committee,  and  they  deserve  a  tremendous  amount 
of  plaudits  for  what  they  were  able  to  accomplish  in  working  not 
only  with  me,  but  working  with  the  President  in  Tokyo. 

As  far  as  the  Japan  framework  is  concerned,  Mr.  Chairman,  we 
have  indeed,  I  think,  broken  new  ground.  We  began  these  discus- 
sions with  the  Japanese  Government  on  the  basis  that  our  eco- 
nomic relations  with  Japan  were  not  in  good  order.  We  had  good 
political  relations  and  they  are  strong,  our  security  relations  have 
never  been  stronger,  but  our  economic  relations  were  the  third  leg 
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of  the  stool,  which  was  not  as  strong  as  it  should  be.  We  decided 
there  were  four  principles.  The  President  decided  four  principles 
that  we  needed  to  rely  on  in  order  to  reach  a  successful  framework 
agreement,  an  agreement  which  would  be  the  rules  of  the  game, 
which  would  outline  the  principles  upon  which  we  would  work  in 
order  then  to  reach  agreements  in  various  sectors  or  we  call  them 
baskets.  There  are  sectors  within  the  baskets,  as  you  know. 

The  four  areas  we  decided  on,  we  want,  one,  a  results-oriented 
agreement.  No  more  promises,  no  more  vague  statements,  but  a  re- 
sults-oriented agreement.  Second,  we  wanted  quantitative  and 
qualitative  measures,  and  if  you  look  at  page  4  of  the  agreement 
you  will  see  that  in  tnat  paragraph.  Number  three,  we  wanted  five 
baskets  or  major  areas  we  had  to  deal  with.  One  is  Government 
procurement;  two,  regulatory  reform;  three  we  call  other  sectors 
and  includes  among  other  things  auto  and  auto  parts  which,  as  you 
know,  Mr.  Chairman  and  members  of  the  committee,  represents 
about  two-thirds  of  our  trade  deficit  with  Japan.  Fourth,  compli- 
ance with  existing  agreements,  and  fifth,  economic  integration,  and 
last,  of  course,  we  did  not  want  to  have  any  kind  of  framework 
agreement  reached  that  did  not  have  timeframes  built  into  it. 

Too  many  times  we  have  gone  on  for  years  and  years  discussing 
various  issues  with  the  Japanese  Government  and  have  been  un- 
able to  reach  agreement.  We  have  a  1-year  outside  timeframe,  6 
months  for  certain  sectors  within  certain  baskets,  and  then  6 
months  to  finish  off  all  the  baskets.  I  believe  that  is  as  important 
as  anything  we  achieved  in  Tokyo  with  regard  to  the  Japanese 
framework  agreement.  The  ability  to  say  that  there  is  an  end  to 
this  process  was  extremely  important. 

With  the  permission  of  the  committee  I  would  like  to  put  into  the 
record  not  only  the  framework  agreement,  not  only  the  market  ac- 
cess agreement  on  the  Uruguay  round,  but  also  the  two  side  letters 
that  were  exchanged  yesterday  morning  which  were  agreed  to  in 
Tokyo.  The  Japanese  nave  reserved  the  right  in  specific  areas,  if 
we  initiate  a  301  action,  to  withdraw  from  the  talks  in  that  specific 
area.  We,  of  course,  made  it  very  clear  we  reserved  our  right  of 
course  to  use  all,  all  national  trade  laws  with  regard  to  Japan  or 
any  other  country  as  we  proceed  with  these  discussions.  We  be- 
lieve— the  discussions  under  this  agreement  begin  around  Septem- 
ber, right  after  the  Congress  comes  back,  and  we  are  at  least  hope- 
ful that  a  new  relationship  has  been  established  and  we  will  have 
agreements  based  upon  practicality  and  reality,  not  upon  sheer 
hope. 

With  that,  Mr.  Chairman,  I  would  be  pleased  to  take  your  ques- 
tions. I  would  like  to  submit  my  testimony  for  the  record  in  order 
to  save  the  committee  time  today,  and  of  course  I  would  be  happy 
to  answer  your  questions  or  questions  of  any  member  of  your  com- 
mittee. 

[The  prepared  statement  and  attachments  follow:] 
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Testimony  to  the  House  Subcommittee  on  Trade 
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Ambassador  Michael  Kantor 

U.S.  Trade  Representative 

July  13,  1993 

I  appreciate  the  opportunity  to  appear  before  the  committee  today 
to  report  on  the  trade  aspects  of  the  G-7  summit. 

I  hope  that  you  will  share  my  view  that  the  breakthrough  on  the 
Uruguay  Round  and  the  agreement  on  a  framework  for  negotiations 
with  Japan  represent  major  progress  for  our  country,  jobs  for  the 
American  people  and  a  stronger  global  economy. 

Urucmay  Round 

Year  after  year,  the  G-7  leaders  have  expressed  their  view  that 
it  was  important  to  finish  the  Uruguay  Round,  which  began  in 
1986.   As  the  negotiations  languished,  it  became  critically 
important  that  this  summit  go  beyond  rhetoric,  to  obtain  concrete 
results  which  would  provide  the  momentum  for  completing  the 

Round.   I  believe  that  the  Quad  nations the  U.S.,  the  EC,  Japan 

and  Canada achieved  a  breakthrough  on  the  Uruguay  Round. 

We  have  two  major  tasks  ahead  of  us  to  bring  the  round  to  a 
conclusion  by  year  end.   We  must  complete  our  market  access 
negotiations  in  goods,  services  and  agriculture  and  concurrently, 
we  must  improve  the  rule-making  agreements  contained  in  the  draft 
"final  act."   The  President's  leadership  at  the  Tokyo  Summit 
gives  us  the  opportunity  to  complete  these  tasks  in  Geneva. 

I  should  say  that  the  Tokyo  agreement  is  not  a  final  deal.   There 
is  a  saying  in  these  negotiations  that  nothing  is  agreed  until 
everything  is  agreed.   Nevertheless,  the  results  from  Tokyo 
represent  a  big  step  forward  where  the  Quad  countries  have  shown 
leadership  to  galvanize  the  negotiating  process  in  Geneva  where 
our  key  trading  partners  now  will  have  to  match  our  efforts  to 
make  the  market  access  package  a  reality  in  December. 

As  members  of  this  committee  know,  the  agreement  on  market  access 
is  the  result  of  effort  that  started  in  the  first  weeks  of  the 
Administration.   At  that  time.  President  Clinton  made  it  clear 
that  completing  the  Round,  this  year,  was  among  his  highest 
priorities.   At  his  instruction,  in  February,  I  began  working 
with  my  EC  counterpart.  Sir  Leon  Brittan,  on  a  joint  effort  to 
make  progress  on  market  access  issues,  first  between  the  U.S.  and 
the  EC,  and  then  with  the  other  Quad  nations,  with  the  goal  of 
reaching  the  outlines  of  a  far-reaching  market  access  package  by 
the  time  of  the  G-7  Summit. 

The  President  repeatedly  emphasized  with  other  world  leaders,  and 
with  finance  leaders  from  around  the  globe,  the  need  for 
immediate  re-engagement  of  the  Uruguay  Round,  and  the  importance 
of  achieving  agreement  on  a  market  access  package  by  the  time  of 
the  Summit. 

We  sought  to  underscore  our  commitment  to  completing  the  Round  by 
seeking  fast  track  authority  only  for  that  purpose,  and  only  for 
this  year.   The  Congress,  led  by  this  Committee,  contributed 
invaluably  to  our  efforts  by  providing  advice,  insight  and  clear 
sense  of  negotiating  objectives,  and  by  giving  the  President  the 
fast  track  authority  prior  to  his  departure  for  Tokyo. 

The  package  from  Tokyo  contains  the  following:   Quad  agreement  to 
the  elimination  of  tariff  and  non-tariff  measures  in  : 
pharmaceuticals,  construction  equipment,  medical  equipment,  steel 
(conditioned  on  reaching  a  multilateral  steel  agreement) ,  beer 
and,  subject  to  certain  exceptions,  furniture,  farm  equipment. 


10 


and  spirits.   These  are  the  so-called  zero/zero  initiatives. 
Most  importantly,  we  agreed  that  we  would  work  to  add  other 
sectors  to  this  list. 

We  agreed  that  tariffs  on  chemical  products  would  be  harmonized 
at  a  low  rate,  including,  in  some  cases,  zero.   Those  nine 
sectors  currently  represent  over  $75  billion  in  U.S.  exports  —  a 
figure  which  should  grow  substantially  under  a  completed  Uruguay 
Round . 

For  the  remaining  products,  we  set  an  overall  goal  of  33 
percent  --  which  was  the  ultimate  tariff  reduction  goal  of  the 
Montreal  Accord  in  1988  —  but  have  identified  a  number  of 
sectors  where  tariffs  could  be  reduced  substantially  beyond  this 
level,  in  some  cases,  possibly  beyond  50%.   Our  agreement  noted 
that  a  particular  interest  of  some  participants  in  moving  further 

in  such  areas  as  wood,  paper  and  pulp  and  scientific  equipment 

all  critical  sectors  to  the  U.S.   I  am  committed  to  trying  to  go 
significantly  further  in  reducing  tariffs  in  these  areas,  as  well 
in  the  electronics  sector,  where  the  EC  is  willing  to  consider 
going  beyond  3  3%,  but  did  not  want  to  do  so  at  this  time,  and  in 
non-ferrous  metals. 

Finally,  the  package  addresses  "peaks"  —  those  tariffs  that  each 
of  the  Quad  countries  maintains  that  are  at  or  above  15%.   Quad 
countries  have  on  average,  fairly  low  tariffs,  but  there  are  some 
peaks  remaining.   As  you  are  well  aware,  there  has  been  attention 
on  U.S.  Peaks  —  in  areas  such  as  textiles,  apparel,  ceramics  and 
glass.   We  have  offered  some  reductions  in  a  number  of  our  peak 
tariffs  where  our  Quad  partners  are  principal  or  substantial 
suppliers,  after  extensive  domestic  consultations.   This  approach 
requires  market  access  as  a  condition  for  tariff  reductions  and 
MFA  phase  out,  anti-circumvention  protections,  longer  staging  and 
exempts  tariff  lines  in  the  case  where  China  or  Taiwan  is  a 
significant  supplier. 

While  the  focus  in  Tokyo  was  on  industrial  goods,  we  agreed  that 
a  successful  Uruguay  Round  would  require  a  substantial  package  of 
market  access  commitments  in  services,  the  fastest  growing  part 
of  the  global  economy  and  one  in  which  the  U.S.  has  enormous 
strengths.   There  has  been  substantial  progress  in  the  services 
access  area.   The  Quad  discussions  focused  on  the  remaining  areas 
where  further  work  is  needed  before  success  can  be  achieved: 
financial  services,  basic  telecommunications,  maritime, 
audiovisual,  and  movement  of  personnel.   We  have  a  good 
foundation  on  which  to  build  in  Geneva. 

Finally,  let  me  say  a  word  about  agriculture,  which  for  the 
United  States  remains  a  central  component  of  a  final  Uruguay 
Round  package.   We  agreed  in  Tokyo  that  work  must  proceed  in 
Geneva  to  finalize  country  schedules  and  the  details  of  market 
access  commitments.   With  the  Blair  House  agreement  behind  us, 
market  access  is  the  major  issue  for  Geneva  negotiations.   The 
United  States  is  at  common  cause  with  our  trading  partners  in 
Cairns  who  insist  that  the  access  achieved  at  the  conclusion  of 
the  Round  must  be  greater  than  the  access  that  currently  is  being 
provided.   This  is  a  principle  that  will  continue  to  guide  our 
negotiations. 

We  agreed  in  Tokyo  to  begin  immediately  in  Geneva  to  make  our 
agreement  the  first  step  toward  successfully  concluding  the 
Round.    Our  negotiators  began  yesterday,  in  fact,  the  process  of 
meeting  with  their  counterparts  in  other  nations  to  explain  what 
was  done  in  Tokyo,  and  to  discuss  with  them  their  offers  on 
reduction  or  elimination  of  tariff  and  non-tariff  barriers.   We 
have  said  repeatedly  that  the  United  States  is  prepared  to  do  its 
share  for  a  successful  Round;  our  Quad  partners  have  demonstrated 
some  of  the  same  determination.   But  many  nations  involved  are 
going  to  have  to  contribute  as  well  in  order  to  reach  the  result 
that  will  benefit  all  of  us. 
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The  Round  is  not  a  favor  that  we  are  doing  for  the  rest  of  the 
world.   The  USTR  and  the  Council  of  Economic  Advisors  estimated 
in  1990  that  if  we  assumed  a  one-third  cut  in  global  tariffs  and 
in  reductions  in  non-tariff  barriers  as  well,  it  would  translates 
into  an  average  additional  $1,700  a  year  for  a  typical  family  of 
four. 

Framework  for  U.S. -Japan  Negotiations 

The  other  order  of  business  in  Tokyo  was  the  effort  to  agree  on  a 
new  framework  for  negotiations  with  Japan  on  the  sectoral  and 
structural  issues  that  have  hampered  our  exports,  and  those  of 
other  nations,  to  Japan,  and  caused  damage  to  what  may  be  our 
most  significant  bilateral  relationship. 

Along  with  completion  of  the  Uruguay  Round  and  the  NAFTA,  the 
principal  trade  policy  objective  of  this  Administration  has  been 
real  progress  in  improving  the  unbalanced  trading  relationship  we 
have  with  Japan. 

Japan  still  represents  a  market  that  is  dramatically  less  open 
than  ours,  and  significantly  less  open  that  it  should  be  given 
the  size  of  its  economy  and  the  state  of  its  development.   The 
relative  absence  of  tariff  barriers  is  less  significant  than  the 
bewildering  array  of  non-tariff  barriers  that  make  success  in  the 
Japanese  market  so  hard  to  come  by.   In  case  after  case,   U.S. 
products  and  services  which  are  coveted  around  the  world  achieve 
negligible  success  in  Japan. 

The  President  stated  eloquently  in  his  Waseda  University  speech, 
as  we  seek  a  more  open,  consumer-oriented  Japanese  economy,  we 
are  taking  steps  that  benefit  not  only  the  U.S.  but  the  people  of 
Japan,  who  are  being  deprived  of  the  rewards  they  deserve  for 
their  hard  work  and  accoiripl  ishments. 

The  framework  we  agreed  x'V'^n   commits  Japan  to  significant 
reductions  in  their  current  account  surplus  with  the  world, 
significant  increases  in  their  global  imports,  and  the  U.S.  to  a 
significant  reduction  in  cur  budget  deficits.   It  sets  the  stage 
for  negotiations  on  auton  and  auto  parts;  government  procurement; 
and  regulatory  reform.  It  provides  for  full  implementation  of 
existing  agreements  and  commitments. 

The  agreement  addresses  tho  four  basic  concerns  articulated  by 
the  President: 

1)  a  results  oriented  policy; 

2)  quantitative  and  qualit-.tive  measures; 

3)  the  intersection  of  ro^*-  -^ral   and  structural  approaches  within 
each  basket;  and 

4)  articulated  time  fr^mT,  to  complete  negotiations. 

This  is  a  framework  for  f"+^.ure  negotiations.   By  itself,  it 
constitutes  no  market  opening,  guarantees  no  future  success,  and 
represents  no  panacea  for  the  bilateral  differences  that  have 
characterized  our  relati^r  'lip  with  Japan.   Hard  bargaining  on 
important  issues  remainr. ,  including  the  enforcement  of  agreements 
already  in  effect.   We  in'-^r.d  to  make  progress,  and  recognize  it 
will  not  always  be  easy.   "e  are  committed  to  the  utmost  efforts 
to  obtaining  results  un''^>'  +"his  framework,  but  if  the 
consultations  and  negotiations  under  the  framework  do  not  make 
the  requisite  progress,  ■■.'c  will  not  hesitate  to  use  other 
approaches  that  Congrer-  ri-Tvided  in  the  trade  law. 

Conclusion 

I  recognize  that  for  th^  r-^cnt  college  graduate  looking  for  his 
or  her  first  job,  or  t>^  ■•  -ng  African  American  in  an  inner  city 
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trying  to  escape  a  vicious  cycle  of  poverty,  or  the  mill  worker 
who's  been  laid  off,  or  the  farmer  in  the  midwest  struggling  to 
make  ends  meet,  the  Uruguay  Round  and  the  Japan  framework  may 
seem  to  have  little  relevance  to  their  lives. 


But  as  I  said  at  my  confir 
nothing  academic  or  theore 
has  asked  me  to  do.  Every 
twenty  thousand  new  jobs  i 
jobs,  too;  a  majority  of  t 
earn,  on  average,  almost  $ 
service  workers  in  export- 
percent  higher  than  avr^-^ 

Our  prosperity  and  that  ^' 
compete  in  the  new  global 
inextricably  linked. 


nation  hearing  in  January,  there  is 
tical  about  the  job  that  the  President 

billion  dollars  of  exports  creates 
n  the  United  States.   These  are  good 
hem  are  in  the  manufacturing  sector  and 
3,500  more  than  non-export  jobs.  For 
related  fields,  their  paychecks  are  20 
'3  service  worker's  salaries. 

our  children  depends  on  our  ability  to 
'^"onomy,  in  which  the  United  States  is 


We  are  the  world's  lar^'-' 
world  in  areas  as  diverr- 
agriculture,  architectv;- 
from  open  markets  and  c  ' 
competitors.  The  objeci 
trade  laws  are  enforce^, 
they  reach  with  us,  an  1  • 
open  to  our  products  ar,:l 

Last  week,  in  Tokyo,  v 
to  open  markets  around  tl 


•-exporter;  we  set  the  standard  for  the 
-> -.  computers,  machinery,  movies, 
rorvices.   We  have  nothing  to  fear 
'-^d  trade,  because  we  are  such  strong 
^  of  trade  policy  is  to  insure  that  our 
'  't  nations  are  held  to  the  agreements 
t  the  markets  of  other  nations  be  as 
rvices  as  our  market  is  to  theirs. 

'  ■;  significant  progress  in  our  effort 
world. 
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EMBASSY  OF  JAPAN 
WASHINGTON,  D.  C. 


July   12,    1993 


Dear  Ambassador  Kantor: 

With  regard  to  the  joint  statement  of  July  10,  1993  by 
Prime  Minister  Miyazawa  and  President  Clinton  on  the 
establishment  of  the  Japan-United  States  Framework  for  a  New 
Economic  Partnership,  I  wish  to  state  the  following  Government 
of  Japan  position  with  respect  to  certain  limited  U.S. 
Government  trade  actions,  such  as  Section  301  of  the  Trade 
Act  of  1974,  as  amended. 

The  Government  of  Japan  will  utilize  this  Framework  as 
a  principal  means  of  addressing  bilateral  trade  and  economic 
issues.   The  Government  of  Japan  reserves  the  right,  however, 
to  withdraw  from  any  particular  structural  or  sectoral  issue 
which,  following  consultations  under  this  Framework,  remains 
subject  to  dispute,  in  the  event  formal  procedures  under  the 
above-referenced  actions  are  initiated.   The  Government  of 
Japan  also  reserves  the  right  to  suspend  or  nullify  measures 
taken  with  respect  to  the  issue  under  dispute  in  the  event 
that  action  by  the  U.S.  Government  is  taken  with  respect  to 
that  issue  to  restrict  access  of  Japanese  firms  to  the  U.S. 
market . 


Sin 


Takakazu  Kuriy^ 
Ambassador   of    Japan 


The   Honorable  Mickey  Kantor 

United   States   Trade   Representative 

Office   of   the  United   States   Trade    Representative 
Washington,    D.C.    20506 
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THE  UNITED  STATES  TRADE  REPRESENTATIVE 

Executive  Office  of  the  Presiaent 

Washington.  D.C.   20506 


His  Excellency  Takakazu  Kuriyama 
Ambassador  of  Japan 
2520  Massachusetts  Avenue,  N.W. 
Washington,  D.C.  20008 

Dear  Mr.  Ambassador: 

I  acknowledge  receipt  of  your  letter  of  today's  date  with  regard 
to  the  joint  statement  of  July  10,  1993  by  President  Clinton  and 
Prime  Minister  Miyazawa  on  the  establishment  of  the  United 
States-Japan  Framework  for  a  New  Economic  Partnership.   I  wish  to 
state  that  the  U.S.  Government  will  utilize  this  Framework  as  a 
principal  means  for  addressing  bilateral  trade  and  economic 
issues.   The  U.S.  Government  reserves  all  rights,  however,  with 
respect  to  the  application  of  all  national  laws,  including  all 
statutes,  regulations,  and  rules  pertaining  to  international 
trade. 
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Chairman  Gibbons.  Well,  thank  you,  Mr,  Ambassador.  Without 
objection,  we  will  receive  your  testimony  in  full  and  place  it  in  the 
record,  and  we  will  take  those  two  exhibits  that  you  wanted  to  in- 
troduce and  introduce  them  at  the  appropriate  place  in  the  record. 
Without  objection,  so  ordered. 

Mr.  Ambassador,  as  I  see  it,  you  have  got  5  months  in  which  to 
complete  the  Uruguay  round.  Can  you  get  it  done  in  that  time? 

Mr.  Kantor.  I  believe  two  or  three  things  happened,  both  lead- 
ing up  to  Tokyo  and  in  Tokyo  that  gives  me  at  least  the  confidence 
that  we  have  the  best  chance  we  have  ever  had  to  complete  it  and 
I  believe  we  will.  Let  me  explain  that,  Mr.  Chairman.  Number  one, 
I  think  the  United  States  and  its  trading  partners  have  developed 
a  new  confidence  in  each  other  that  we  can  actually  reach  agree- 
ments through  hard  bargaining  and  move  the  round  forward,  and 
I  think  that  was  a  major  accomplishment  in  Tokyo. 

Number  two,  there  were  some  very  difficult  issues,  as  you  know, 
involved  in  the  market  access  agreement  on  manufactured  prod- 
ucts. We  negotiated  in  a  17-hour  period  for  12  of  those  hours  with 
only  a  few  hours  off  for  drafting  and  IV2  hours  sleep,  and  I  think 
that  the  compromises  that  were  reached,  the  kinds  of  tradeoffs  that 
were  made  also  were  helpful  in  terms  of  moving  this  forward. 
Number  three,  we  did  make  progress  in  the  services  area,  espe- 
cially financial  services,  which  is  a  difficult  area,  as  all  of  you 
know;  and  number  four,  there  is  general  agreement  among  every- 
one that  we  need  to  immediately  begin  to  engage  in  talks  as  we 
have  in  Geneva. 

All  that  being  the  case,  I  am  more  than  hopeful.  I  am  confident 
that  we  can  reach  an  agreement  by  December  15.  Understand  what 
I  am  saying.  This  has  been  going  on  for  7  years,  but  for  7  years 
no  one  could  reach  a  markets  access  agreement  in  manufactured 
products,  and  I  think  the  news  reports  out  of  Geneva  and  the  talks 
I  have  had  with  people  there  over  the  last  48  hours  give  us  that 
confidence. 

Chairman  Gibbons.  Well,  what  other  major  signposts  along  the 
road  should  we  be  looking  for  as  to  the  progress  of  these  talks?  You 
have  got  agriculture.  Is  that  completed? 

Mr.  Kantor.  No,  not  at  all.  We  have  just  started,  and  we  have 
a  schedule  of  discussions  on  agriculture  which  we  are  trying  to  fi- 
nalize right  now.  That  is  one  of  the  more  difficult,  as  you  know, 
areas  that  we  have  to  address.  The  Cairns  group,  led  by  Australia 
is  cooperating  with  us  closely.  We  have  similar  interests  and  we 
are  working  hard  to  achieve  an  agricultural  agreement.  We  have 
some  concerns  over  the  French  trying  to  reopen  the  Blair  House 
agreement,  the  United  States  although  not  totally  satisfied  with 
the  Blair  House  agreement,  believes  that  reopening  that  agreement 
would  not  be  in  the  best  interests  of  completing  the  round  by  De- 
cember 15. 

We  hope  that  we  can  convince  not  only  the  French  Government 
and  others  that  we  should  leave  the  Blair  House  agreement  intact 
and  deal  with  the  problems  that  the  French  or  others  might  have 
in  the  market  access  agreement  in  agriculture  which  we  must 
reach,  of  course,  by  December  15.  We  have  some  issues  we  have  to 
address.  One  has  to  do  with  current  access,  one  has  to  do  with  min- 
imum access,  the  third  has  to  do  with  disaggregation,  and  last,  of 
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course,  is  to  have  a  real  tariffication  schedule  which  opens  up  mar- 
kets to  the  most  productive  agricultural  community  in  the  world, 
which  is  the  United  States. 

We  believe  we  can  do  that.  We  believe  that  we  can  deal  with  our 
trading  partners  in  agriculture  as  we  did  in  manufactured  prod- 
ucts, but  let  me  not  overstate  the  case  for  this  committee.  There 
is  some  tough  bargaining  ahead,  and  we  are  going  to  need  your 
help,  advice,  consultation,  and  guidance  as  we  proceed. 

Chairman  Gibbons.  Trade  in  services.  Standing  on  the  outside 
looking  in,  the  services  negotiations  seem  to  be  going  off  on  a  track 
all  their  own.  Certain  regulatory  agencies  in  existence  around  the 
world,  on  ships,  aviation,  things  of  that  sort,  seem  to  be  interested 
in  preserving  the  status  quo.  What  do  you  expect  in  the  area  of 
services?  Are  we  going  to  go  forward  on  a  GATT  arrangement  or 
are  we  going  to  go  forward  on  a  multitrack  arrangement? 

Mr.  Kantor.  In  some  cases  there  is  a  multitrack  arrangement, 
but  the  timing  is  such  that  we  hope  to  end  them  at  the  same  time 
that  we  end  the  Uruguay  round.  Shipbuilding  is  certainly  one  of 
those.  Telecommunications  is  another.  However,  in  the  areas  of 
audio  visual,  in  the  areas  of  financial  services,  and  in  other  areas 
in  the  services  area  we  think  we  can  reach  agreement.  Financial 
services  is  a  critical  area  to  open  up.  Audio  visual  area  right  now 
needs — or  intellectual  property  needs  some  work.  We  have  some 
deep  concerns  with  regard  to  contract  rights  and  national  treat- 
ment, and  we  will  be  dealing  with  those. 

As  you  know,  it  affects  not  only  the  pharmaceutical  industry  in 
some  cases,  but  also  one  of  the  most  productive  industries  we  have, 
the  entertainment  industry,  and  we  mean  to  pay  strict  attention  to 
that  in  the  services  area.  However,  we  have  made  some  progress, 
some  of  which  I  would  rather  not  discuss  in  public,  but  we  have 
made  progress  in  many  of  the  service  areas. 

Chairman  Gibbons.  Well,  I  am  going  to  be  brief  because  we  are 
going  to  have  to  be  out  of  here  at  12:45.  Our  order  of  questioning 
this  morning  is  Payne,  Crane,  Coyne,  Matsui,  Neal,  Hoagland,  and 
Thomas.  Mr.  Payne. 

Mr.  Payne.  Tnank  you  very  much,  Mr.  Chairman,  and  Ambas- 
sador Kantor  and  Ambassador  Barshefsky  and  Ambassador  Yerxa. 
You  have  been  very  busy  since  you  were  here  last  and  you  have 
accomplished  a  lot  and  we  appreciate  your  accomplishments.  I 
wanted  to  take  a  few  minutes  that  I  had  just  to  talk  about  a  sub- 
ject that  we  have  spoken  about  before,  and  it  has  to  do  with  the 
textile  industry  and  what  exactly  has  transpired  in  terms  of  the 
GATT  agreement. 

I  recognize  that  we  are  not  in  a  position  to  discuss  all  the  specif- 
ics here.  If  you  would,  for  my  benefit  maybe  start  from  where  tex- 
tiles were  when  you  began  these  negotiations  and  then  to  talk 
about  where  we  are  at  this  point  and  where  you  think  that  issue 
may  go,  I  would  find  that  to  be  very  helpful. 

Mr.  Kantor.  As  you  know  and  as  we  have  discussed,  not  only 
with  you  and  your  colleagues  in  the  textile  caucus,  but  also  with 
the  industry  as  well  as  the  unions,  when  we  came  into  office  there 
was  an  offer  on  the  table  which  would  have  involved  an  across-the- 
board  cut  in  peak  textile  tariffs  as  well  as  nonpeak  tariffs  of  50 
percent.  We  withdrew  that  offer  for  a  number  of  reasons. 
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One,  it  did  not  have  the  condition  that  market  access  be  required 
in  order  to  have  any  cuts  not  only  in  tariffs  but  also  for  the  imposi- 
tion of  the — or  the  phasing  out  of  the  multifiber  arrangement.  We 
have  insisted  upon  that,  and  we  have  an  agreement  at  least  wdth 
the  European  Community  right  now  and  the  quad  as  well  as  now 
the  Gr-7  on  that. 

Number  two,  we  insisted  that  there  be  anticircumvention  lan- 
guage, strong  language  in  this. 

Number  three,  we  indicated  that  any  offer  we  made  in  terms  of 
any  tariff  cuts  would  only  be  on  peaks,  15  percent  or  more,  and 
that  we  would  do  it  on  a  line-by-line  basis,  not  50  percent  across 
the  board,  and  that  we  literally  did  that.  We  went  through  about 
900  lines  in  textiles  and  apparels,  and  what  we  tried  to  do  is,  one, 
only  deal  with  those  that  were — where  the  European  Community 
was  the  principal  and  substantial  supplier,  but,  number  two,  we 
cut  out  of  that  any  lines  where  China  or  Taiwan,  frankly,  were  sig- 
nificant suppliers  for  obvious  reasons,  and  so  we  have  changed  the 
offer  and  the  agreement  substantially. 

I  would  like  to  report  to  you  that  the  European  Community  and 
others  were  satisfied  with  that  and  will  not  push  for  more,  but  that 
is  not  the  case.  They  will,  they  will  try  to  push  for  more  as  we  go 
forward.  At  this  point,  though,  that  is  what  has  been  agreed  to, 
and  that  is  what  the  package  reflects. 

Mr.  Payne.  As  we  go  forth  I  want  to  continue  to  have  the  oppor- 
tunity to  discuss,  as  we  have  in  the  past,  where  this  currently  is 
and  where  it  is  going.  I  will  be  very  interested  in  the  documents 
that  you  put  into  the  record  and  I  think  they  will  be  very  helpful. 
But  I  would  again  like  to  say  that  the  textile  industry,  being  a  very 
large  industry  certainly  in  the  Southeastern  part  of  the  United 
States  as  well  as  other  places  as  well  is  concerned  about  the  GATT 
agreement  and  specifically  about  tariffs.  We  feel  that  in  terms  of 
the  multifiber  agreement  and  the  fact  that  quotas  have  been — will 
be  taken  off  over  a  period  of  time,  that  that  is  a  very  substantial 
change  in  terms  of  the  relationship  that  we  have  with  our  trading 
partners. 

We,  of  course,  continue  to  be  very  interested  in  market  access, 
especially  in  countries  where  we  have  no  access  in  India,  Pakistan, 
and  other  nations  like  that,  but  I  want  to  continue  to  stress  that 
there  are  strong  concerns  about  tariffs  and  tariff  reductions  and 
would  like  to  continue  to  work  with  you  as  you  continue  to  nego- 
tiate to  ensure  that  the  textile  workers  and  the  textile  industry  is 
given  every  consideration  because  this  is  veiy  critical  to  us  and  to 
the  future  of  our  people.  Thank  you  very  much. 

Mr.  Kantor.  Thank  you,  Mr.  Payne.  Let  me  just  say  that  every- 
thing we  are  trying  to  do  in  this  administration  in  trade  agree- 
ments, whether  it  be  in  the  specific  sector  of  textiles  and  apparels 
or  in  the  Uruguay  round  of  the  Japanese  framework  has  to  do  with 
one  thing,  and  that  is  jobs,  and  we  understand  that  is  our  obliga- 
tion and  our  responsibility  is  to  not  only  preserve  but  to  build  jobs 
here  at  home.  We  believe  what  we  are  able  to  do  thus  far  in  the 
textile  and  apparel  area  not  only  preserves  but  builds  an  industry 
and  helps  it  progress,  and  we  will  continue  to  work  with  you  obvi- 
ously and  the  caucus  as  well  as  this  committee,  as  well  as  with  the 
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industry,  as  well  as  with  the  unions  in  attempting  to  reach  a  bal- 
anced outcome  that  is  in  the  best  interests  of  U.S.  workers. 

Mr.  Payne.  And  we  will  look  forward  to  seeing  the  specifics  as 
they  develop.  Thank  you  very  much. 

Mr.  Kantor.  Thank  you,  Mr.  Payne. 

Chairman  GffiBONS.  Mr.  Crane,  and  I  understand  that  Mr.  Coyne 
has  yielded  to  Mr.  Thomas,  so  we  will  go  to  Mr.  Thomas  after  Mr. 
Crane. 

Mr.  Crane.  OK,  thank  you,  Mr.  Chairman.  Mr.  Ambassador,  in 
your  view,  how  much  of  the  U.S.  bilateral  trade  deficit  with  Japan 
is  caused  by  our  large  budget  deficit? 

Mr.  Kantor.  Let  me  say  this — let's  put  it  this  way,  it  is  very  dif- 
ficult to  say  out  of  the  $50  billion  deficit  what  percentage  is  due 
to  our  deficit  or  our  lack  of  competitiveness  in  the  past.  Let  me  say 
American  industry  has  never  been  more  competitive  than  we  are 
today.  Obviously,  the  President  believes  and  I  think  you  believe  we 
must  address  our  deficit  problem,  which  this  administration  is  try- 
ing to  do.  We  must  invest  in  our  people  again,  we  must  create  cap- 
ital for  private  industry  to  be  more  competitive,  to  be  able  to  en- 
gage in  effective  trade  around  the  world.  We  have  got  to  get  our 
health  care  costs  under  control. 

Now,  that  is  one  part  of  the  problem,  but  the  other  part  is  cer- 
tainly closed  markets  in  Japan  in  vital  areas.  Let  me  just  give  you 
one  example  of  that.  We  imported  about  $97  billion  of  goods  in 
Japan  in  1992.  We  exported  about  $47  billion.  I  think  you  cited 
that  in  your  statement,  for  a  $50  billion  trade  deficit.  Of  the  $97 
billion,  65  percent  were  only  in  six  areas — electronics  and  semi- 
conductors, auto  and  auto  parts,  computers  and  supercomputers, 
which  is  a  fairly  stunning  figure.  When  you  look  at  our  situation 
in  Japan  with  regard  to  those  six  areas,  they  are  six  areas  where 
we  are  relatively  locked  out  of  even  the  Government  procurement 
market  or  the  private  market  in  some  cases,  and  we  are  talking 
about  the  second  largest  economy  in  the  world.  So  to  a  great  degree 
and  some  have  estimated  it  is  as  high  as  $19  to  $20  billion  in  a 
recent  book  of  our  net  trade  deficit  with  Japan  is  due  to  that  closed 
market,  so  you  can,  and  I  know  you  do,  understand  what  would 
happen  if  we  opened  that  market  up,  and  I  think  in  fact  Fred 
Bergsten  is  here  later  and  I  think  he  would  talk  about  that.  If  we 
could  open  that  market  up  not  only  in  those  six  areas  but  others 
which  are  part  of  these  baskets,  we  could  build  a  huge  number  of 
jobs  here,  help  American  business,  of  course,  and  balance  this 
trade. 

In  our  Japanese  framework  we  talk  about  highly  significant  de- 
creases in  their  trade  surpluses  with  the  world.  What  we  really 
want  to  happen,  of  course,  is  bring  that  down  to  zero.  I  would  only 
offer  by  example  over  the  years  we  have  had  a  balanced  relation- 
ship with  the  European  Community.  Sometimes  they  have  a  trade 
surplus,  sometimes  we  have  a  trade  surplus.  It  is  due  to  a  number 
of  factors,  including  exchange  rates  and  the  relative  strengths  of 
the  economies  and  so  on,  but  with  Japan  what  has  happened  over 
the  years,  the  trade  surplus  continues  to  get  bigger  and  bigger. 
That  is  not  just  due  to  in  the  past  some  of  the  problems  we  had. 
Not  anymore.  As  I  say,  in  American  business,  in  America  workers 
have  never  been  more  competitive.  It  is  due  to  basically  closed  mar- 
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kets  and  the  closed  procurement  system  which  must  be  opened.  We 
believe  the  framework  we  have  entered  into  only  being  a  first  dip, 
only  constituting  the  rules  of  the  game  is  a  good  step,  though,  to- 
wards having  a  results-oriented  policy  which  will  be  good  for  Amer- 
ican business  and  American  workers. 

Mr.  Crane.  One  of  those  component  parts  of  improving  this  rela- 
tionship, as  I  understand  it,  is  to  adopt  at  least  general  guidelines 
with  respect  to  import  quotas  in  various  sectors,  and  if  we  do  that, 
how  do  we  assure  that  those  don't  become  limits  on  growth  of  our 
exports  in  that  market  down  the  line? 

Mr.  Kantor.  There  are  no  quotas.  We  don't  intend  for  them  to 
be  quotas. 

Mr.  Crane.  Maybe  not  precise  quotas. 

Mr.  Kantor.  They  are  really  quantitative  and  qualitative  targets 
in  which  we  try  to  measure  success.  What  we  hope  to  do  is  stimu- 
late trade,  not  manage  it.  What  we  hope  to  do  is  open  up  these 
markets,  develop  a  critical  mass,  as  frankly  has  been  done  under 
the  semiconductor  agreement  where  then  these  measures  of  success 
will  be  no  longer  necessary  because  we  will  become  such  a  part  of 
the  Japanese  economy,  our  suppliers  and  the  products  made  by  our 
workers  that  you  will  no  longer  have  the  need  for  these  kinds  of 
agreements.  We  will  have  the  kind  of  relationship  that  we  have,  for 
instance,  now  with  Canada  where  we  have  200  billion  dollars' 
worth  of  trade  a  year,  and  as  I  said  sometimes  we  have  a  surplus, 
sometimes  they  have  a  surplus,  but  the  fact  is  it  is  a  balanced  rela- 
tionship. 

Mr.  Crane.  Affirmative  action,  not  quotas. 

Mr.  Kantor.  I  wouldn't  touch  either  of  those  terms,  Mr.  Crane. 

Mr.  Crane.  One  final  question,  and  this  has  to  do  with  increas- 
ing markets  there  and  the  participation  of  some  of  the  people  in 
the  Japanese  bureaucracy  who  are  in  a  position  to  dictate  purchas- 
ing decisions  by  Japanese  companies.  As  I  understand  it,  with  this 
change  in  the  Government  and  the  flux  that  is  going  on  there  right 
now,  what  kinds  of  agreements  do  you  think  are  negotiable  at  the 
present  time? 

Mr.  Kantor.  Well,  number  one,  we  think  the  framework  agree- 
ment is  a  good  solid  one  we  just  negotiated.  Now,  understand  that 
is  the  rules  of  the  game  and  not  an  agreement.  Their  election  will 
be  held  July  18.  There  will  be,  under  any  set  of  circumstances  a 
new  government.  There  will  be  new  people  in  office.  We  all  under- 
stand the  influence  the  Japanese  bureaucracy  has  over  decision- 
making. That  will  substantially  remain  the  same  as  the  prediction 
regardless  of  the  outcome  of  the  election.  However,  I  think  there 
is  a  growing  trend  which  the  President  noted  and  talked  about  in 
Japan  in  terms  of  consumer  interest. 

You  know,  it  is  in  the  best  interest  not  only  of  our  country  but 
Japan  to  open  up  these  markets.  It  should  not  escape  anyone's  at- 
tention that  prices  in  Japan  are  much  higher  because  of  lack  of 
competitive  goods.  Let  me  give  you  an  example  which  was  stunning 
to  me  as  we  were  in  Tokvo.  In  most  American  groceries  you  can 
walk  in  and  get  a  jar  of*^  pickles  for  about  $1.83,  $1.85;  $10  in 
Japan.  A  sparkplug  in  Japan,  $14;  less  than  $2,  of  course,  here  in 
the  United  States.  Just  two,  I  think,  fairly  vivid  examples  of  what 
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happens  when  you  close  the  market,  don't  have  competition  and 
who  gets  hurt? 

In  Japan  it  is  the  consumers  who  get  hurt,  and  I  believe  there 
is  a  commonality  of  interest  between  American  workers  and  Japa- 
nese consumers  to  open  these  markets  and  expand  trade  for  the 
good  of  not  only  these  two  countries  but,  frankly,  for  the  good  of 
global  growth. 

Mr.  Crane.  Well,  I  thank  you  for  your  testimony,  and  appreciate 
the  work  all  three  of  you  have  been  doing  and  just  to  reconfirm  a 
comment  that  Rufus  made  earlier,  please  don't  forget  bilateral 
agreements,  especially  with  our  Pacific  Rim  neighbors.  Thank  you. 

Chairman  GffiBONS.  All  right,  Mr.  Thomas,  courtesy  of  Mr. 
Coyne. 

Mr.  Thomas.  Thank  you  very  much.  I  thank  my  collea^e  for 
yielding.  I  will  be  very  brief.  We  started  a  Health  Subcommittee  at 
the  same  time  as  this  subcommittee  and  we  are  looking  at  the  po- 
tential global  budgets  question.  Mr.  Ambassador,  I  would  like  to 
submit  for  the  record  a  series  of  questions  about  alleged 
phytosanitary  concerns  that  are  really,  in  my  opinion,  being  used 
for  nontariff  barriers  and  rather  than  take  the  time,  I  would  hope 
we  could  get  a  response  back  from  you.  Pickles  and  sparkplugs  are 
an  interesting  combination  in  terms  of  shopping,  but  I  would  like 
to 

Ambassador  Kantor.  It  shows  I  am  somewhat  eclectic,  Mr. 
Thomas. 

Mr.  Thomas.  I  will  try  to  find  a  link  between  the  two. 

Ambassador  KA>rTOR.  I  hope  you  don't. 

Mr.  Thomas.  I  would  like  to  just  ask  you  to  elaborate  a  little  bit 
on  the  final  question  by  my  colleague  from  Illinois  in  terms  of  the 
politics.  We  are  used  in  this  country  to  transitions,  either  potential 
or  actual  transitions,  and  while  it  is  true  to  a  certain  extent  our 
bureaucracy  remains  the  same  below  a  certain  level  as  well,  I  think 
it  is  more  than  that  with  this  election  in  Japan,  and  if  I  am  wrong, 
having  been  on  the  ground  firsthand  as  the  campaign  was  heating 
up  and  in  the  last  couple  of  weeks  of  it,  is  the  question  of  the 
consumer  and  the  value  of  products  part  of  the  campaign,  and  if 
the  LDP  beats  back  this  challenge,  which  won't  be  the  first  one 
that  they  have  been  able  to,  do  you  see  obviously  a  change  in  the 
leadership? 

You  can  pick  up  feelings  and  intimations  from  those  people  that 
you  were  working  with  which  we  were  not  able  to  pick  up  nor  do 
we  get  through  the  media.  My  question  is,  I  guess,  do  you  see  a 
change  regardless  of  who  wins  and  especially  if  there  is  a  change 
in  the  Government,  and  what  prompts  you  to  use  the  consumer 
concern  analysis  and  was  it  based  upon  your  observations  during 
the  election  and  could  you  give  us  just  a  bit  more  of  a  feel  fi*om 
your  personal  observations  of  dealing  with  people  who  may  or  may 
not  be  in  the  same  position  the  next  time  you  meet. 

Ambassador  Kantor.  If  you  would  allow  me  to  be  somewhat  cau- 
tious in  talking  about  someone  else's  internal  political  elections,  I 
think  it  would  be  unfortunate  if  I  began  to  wax  ineloquent  about 
Japanese  politics.  I  have  been  there  twice  in  the  last  3  weeks,  but 
that  does  not  make  me  anything  near  an  expert  nor,  in  my  present 
position,  would  it  be  productive  for  me  to  be  too  explicit.  However, 
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I  can  report  both  in  private  conversations  and  frankly  in  the  news- 
papers in  Japan  there  is  a  growing  discussion  and  debate  about 
consumerism  in  Japan,  the  pHght  of  the  consumer,  prices,  open 
markets. 

The  challenge  to  the  LDP  in  part,  let  me  be  careful,  in  part  has 
some  of  those  qualities.  Obviously  the  other  concerns  are  oi  a  much 
greater  nature,  and  that  includes  reforming  the  Japanese  Govern- 
ment itself,  political  reform  being  at  the  top  of  the  list  in  terms  of 
their  discussions.  I  don't  know  what  the  outcome  is  going  to  be. 
However,  it  is  safe  to  say  that  there  are  a  number  of  young  Japa- 
nese leaders  coming  to  tne  forefront  whose  attitudes  toward  trade 
with  the  United  States  and  the  world  may  be  somewhat  different 
than  leaders  in  the  past. 

I  would  note  with  interest  a  report  in  one  of  our  local  newspapers 
this  morning  from  a  conference  in  Cleveland  where  Japanese  busi- 
ness persons  indicated  that  they  should  open  their  markets  as  well. 
I  think  that  is  a  welcome  statement  and  one  that  certainly  tracks 
what  we — this  President  has  been  trying  to  do  and  this  Congress 
has  been  advocating  for  quite  a  while,  so  with  that  I  think  there 
is  a  direction  that  is  positive.  Whether  or  not  it  will  be  fully  real- 
ized is  another  question,  and  we  will  just  have  to  wait  until  July 
18  and  see  what  the  outcome  is. 

Mr.  Thomas.  Thank  you. 

[Answers  to  questions  submitted  by  Mr.  Thomas  follow:] 
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ANSWERS  TO  QUESTIONS  SUBMITTED  BY  CONG.  BILL  THOMAS 
JULY  13,  1993 

1.  Which  of  the  five  principle  areas  of  the  new  framework  for 
negotiations  with  Japan  would  allow  the  U.S.  to  seek  resolution  of 
phytosanitary,  labelling  and  health  issues:  regulatory  reform, 
economic  harmonization  or  "other  sectors"?  What  procedures  will  be 
used  to  discuss  and  resolve  disputes  thin  these  areas? 

Answer: 

The  Framework  is  not  meant  to  be  the  exclusive  focus  of  all  trade 
discussions  with  the  Japanese.  Many  issues,  such  as  apples  for 
example,  have  been  and  will  continue  to  receive  concerted  attention 
from  the  USG  outside  the  Framework  context.  Several  agricultural 
issues  will  fall  into  this  category.  Others  may  well  fall  into  the 
regulatory  or  compliance  basket  discussions.  The  exact  content  of 
these  Framework  baskets  has  not  been  determined. 

The  Trade  Committee  meetings  with  Japan  in  mid-September 
traditionally  offer  an  excellent  opportunity  to  tackle  difficult 
agricultural  issues  with  the  Japanese. 

2.  H  vil''  e.xi"?ting  'disputes,  such  as  disagreement  over  whether 
Japan  j.;:  scisntif li:ally  justified  in  excluding  U.S.  apples  because 
of  "fire  blight",  be  handled  under  the  new  framework?  If  these 
disputes  are  not  to  be  settled  under  the  new  framework,  will  the 
U.S.  continie  to  +Ty  resolving  these  issues  on  a  case  by  case 
basis? 

Answer : 

The  Framework  is  not  designed  to  include  all  existing  or  future 
bilateral  trade  issues.  To  include  all  issues  would  unnecessarily 
delay  resolution  of  many  issues  such  as  apples.  As  you  may  know, 
we  have  been  unrelenting  in  our  pressure  on  the  Japanese  to  move 
forward  and  resolve  phytosanitary  issues  regarding  apples.  The 
Framework  is  really  designed  to  negotiate  new  agreements  and  to 
assure  compliance  with  regard  to  existing  agreements. 

Many  trade  issues  will  continue  to  be  handled  outside  the 
Framework.  Moreover,  continued  high  level  meetings  of  senior 
officials  in  the  Framework  context  will  offer  many  opportunities 
for  side  meetings  on  a  host  of  other  issues. 

3.  How  will  the  new  framework  address  disparities  in  treatment  of 
pesticides  residues,  phytosanitary  matters  and  labeling?  For 
example,  Japan  allow  only  200  ppm  of  sorbate  in  wines  (the  U.S. 
standard  in  300  ppm)  while  allowing  dried  cuttlefish  sold  as  food 
to  contain  2,000  ppm).  Are  there  plans  to  include  this  issue  in 
the  discussions  under  the  framework  and  how  will  it  be  resolved? 


Answer : 

We  expect  that  a  number  of  issues  such  as  these  will  be  addressed 
in  the  Trade  Committee  meetings  to  be  held  with  the  Japanese  in 
September . 


23 

Chairman  Gibbons.  Mr.  Coyne. 

Mr.  Coyne.  Thank  you,  Mr.  Chairman.  Welcome,  Mr.  Ambas- 
sador and  congratulations  to  you  and  your  team  for  the  work  you 
have  done  in  Japan.  How  does  this  homework  differ  from  previous 
bilateral  negotiations  between  the  United  States  and  Japan?  We 
had  the  market-oriented,  sector  specific  talks,  the  MOSS  talks,  and 
we  had  the  structural  impediments  initiative.  How  is  this  going  to 
differ  from  those  previous  efforts? 

Ambassador  Kantor.  Number  one,  it  is  results-oriented  strictly; 
number  two,  we  have  quantitative  and  qualitative  measures;  num- 
ber three,  what  we  have  done  in  these  baskets  and  sectors  is  to 
intersect  structural  and  sectorial  concerns.  In  the  past,  as  vou  cor- 
rectly noted,  we  had  dealt  with  them  separately,  structural  on  one 
hand,  sectorial  on  the  other,  and  in  fact  when  you  look  at  reality, 
where  they  cross  is  where  the  problem  occurs,  and  so  we  have  tried 
to  do  those  three  things.  We  have  done  one  more  thing  that  I  think 
is  obviously  important.  We  have  put  a  time  limit  on  these  discus- 
sions, whicn  puts  some  pressure  on  both  sides  to  reach  agreements 
which  are  in  the  best  interests  not  only  of  United  States-Japan  eco- 
nomic relationships,  but  global  growth. 

As  you  know,  we  are  negotiating  on  an  MFN  basis,  not  just  for 
the  United  States,  but  to  open  Japanese  markets  to  all  foreign  sup- 
pliers. That  is  another  unique  nature  of  these  negotiations,  but  let 
me  emphasize  again,  we  nave  got  some  hard  bargaining  to  g'o. 
These  are  only  the  rules  of  the  game,  and  I  would  not  sit  here  in 
front  of  you  today  and  tell  you  that  we  have  been  able  to  accom- 
plish anything  in  any  particular  sector.  We  haven't.  This  is  what 
we  have  got  to  do  in  the  next  year,  6  months  and  6  months,  but 
the  idea  that  we  have  a  timeframe,  the  idea  we  have  crossed  secto- 
rial and  structural  concerns  and  put  them  in  the  same  negotiation, 
that  we  have  qualitative  and  quantitative  targets  and  we  are  re- 
sults-oriented, are  all  different  from  what  we  have  done  in  the 
past,  especially  putting  them  all  together  in  one  package. 

Mr.  Coyne.  Thank  you  very  much. 

Ambassador  Kantor.  Thank  you,  sir. 

Chairman  Gibbons.  Mr.  Matsui. 

Mr.  Matsui.  Thank  you,  Mr.  Chairman.  I  would  like  to  commend 
you.  Ambassador  Kantor,  and  your  entire  negotiating  team,  along 
with  the  President  and  the  aaministration  for  the  success  of  the 
Tokyo  summit.  I  think  expectations  by  most  people  in  this  country 
and  elsewhere  were  very  low,  but  I  think  the  GATT  movement  and 
the  framework  agreement  were  significant  achievements,  given  the 
fact  that  many  of  the  leaders  have  very  fragile  leadership  roles  in 
their  various  countries.  I  want  to  ask  a  couple  questions  with  re- 
spect to  the  United  States-Japan  agreement. 

The  President  gave  a  speech  in  Tokyo  at  a  university  regarding 
encouraging  the  Japanese  to  look  to  the  consumer  side  of  the  equa- 
tion in  tneir  economy  more.  Was  that  well  received  and  what  was 
the  impact  of  that  from  your  perspective?  Could  you  state  your 
thoughts  on  that. 

Ambassador  Kantor.  Number  one,  it  was,  I  think  it  would  be 
safe  to  say  the  President  made  a  very  significant  impact  in  Japan 
as  well  as  did  the  First  Lady.  His  speech  at  Waseda  University  was 
received  unanimously  by  the  Japanese  commentary,  being  Japa- 


24 

nese  newspapers,  as  being  very  helpful  and  forward  looking  that 
connected  to  the  successful  outcome  of  these  negotiations  on  the 
framework,  I  think  it  has  given  everyone  the  confidence  that  we 
can  really  strengthen  this  economic  relationship. 

I  think  it  was  somewhat  both  interesting  and  maybe  eye  opening 
to  Japanese  politicians  to  see  another  political  figure  stand  not  only 
and  make  a  speech,  but  answer  questions  as  the  President  did  fi-om 
students  at  Waseda  University.  That  was  striking  and  got  as  much 
comment,  frankly,  as  the  speech  itself.  The  openness  of  his  com- 
ments, the  direct  nature  of  what  he  was  trying  to  say,  the  zeal  with 
which  he  said  it,  and  then,  of  course,  the  ability  of  our  negotiators 
led  by  Bo  Cutter  at  the  White  House  and  Larry  Summers  and 
Roger  Altman  at  Treasury,  Joan  Spiro  at  State  and,  of  course.  Am- 
bassador Barshefsky,  made  this  thing  come  to  life,  and  so  all  that 
being  the  case,  I  think  it  can  be  fair  to  say  that  the  comment  was 
all  positive  from  Japanese  newspapers. 

Now,  of  course,  those  running  for  office  in  Japan  were  quick  to 
put  their  own  spin  on  this  issue,  and  we  expected  that  to  happen, 
but  we  are  moving  forward  with  this  framework  and  these  negotia- 
tions. 

Mr.  Matsui.  I  appreciate  those  remarks  because  I  think  even 
though  the  interpretation  in  terms  of  the  phrase  "objective  criteria" 
may  differ  between  our  two  countries,  I  think  once  we  go  into  the 
discussions  with  the  Japanese  in  negotiations,  we  will  see  further 
movement  in  our  direction.  I  appreciate  the  fact  that  there  may  be 
some  nuances  that  are  different  at  this  time.  I  think  this  is  a  major 
step  in  the  right  direction  and  a  step  that  is  very  timely. 

What  I  also  noticed,  at  least  from  the  article  that  appeared  in 
one  of  the  national  newspapers  yesterday,  is  that  for  the  first  time 
there  has  been  some  dissension  within  the  bureaucracy  in  Japan 
in  terms  of  what  direction  to  take.  I  did  notice  that  while  there  was 
dissension  among  the  Japanese  negotiators,  our  negotiators  were 
very  unified  in  terms  of  our  direction,  and  that  also  is  somewhat 
of  a  first  for  us,  getting  all  the  different  departments  and  the 
White  House  to  agree. 

I  have  two  thoughts  in  this  area.  First,  I  would  like  to  know  as 
these  negotiations  actually  transpire,  what  will  be  USTR's  role  in 
the  discussions  with  the  Japanese  and  what  role  in  terms  of  our 
dominance  does  USTR  play.  Second,  it  would  be  my  hope  that  if 
the  negotiations  should  break  down  or  should  not  go  as  well  as  we 
would  anticipate,  given  the  timetable  that  we  set,  then  would  we 
consider  leveraging  our  position  with  linkage  with  or  support  of,  for 
example,  the  Japanese  entering  the  Security  Council  of  the  United 
Nations.  I  think  we  have  to  begin  to  link  some  of  these  items  over 
a  period  of  time  because,  frankly,  this  is  our  one  shot.  I  think  if 
these  are  not  successful  discussions  you  will  probably  see  a  signifi- 
cant protectionist  sentiment  come  out  of  the  House  and  the  Senate 
because  there  is  anticipation  at  this  time,  and  I  don't  know  if  the 
Japanese  truly  understand  that.  A  lame  duck  prime  minister  cut 
a  deal  that  we  think  is  fair,  but  they  are  going  to  ^o  into  an  elec- 
tion. It  would  be  my  hope  that  we  would  consider  Imkage  on  some 
of  these  other  areas  that  they  truly  want.  They  truly  want  to  be 
a  member  of  the  Security  Council  and  we  have  supported  that  ef- 
fort. If  in  fact  we  can't  get  relief  in  terms  of  some  of  the  things  that 
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we  think  are  fair,  perhaps  these  other  areas  should  be  up  for  dis- 
cussion as  well.  But  I  would  like  to  know,  one,  your  primary  role 
in  terms  of  the  actual  negotiations  and,  second,  your  thoughts  on 
linkage  with  other  areas. 

Amoassador  Kantor.  Number  one,  this  Grovernment  under  this 
President  is  unified  in  trade,  and  I  think  it  never  was  more  evident 
than  in  these  negotiations,  both  the  Uruguay  roimd,  the  frame- 
work, and  also  the  G-7  talks.  You  know,  it  has  been  a  long  time 
since  the  USTR  went  with  State  and  Treasury  to  a  summit,  and 
I  have  got  to  say  I  am  deeply  grateful  not  only  to  the  President, 
but  also  to  Secretary  Christopner  and  Secretary  Bentsen  for  ensur- 
ing that  that  occurred  and  for  being  so  cooperative.  In  terms  of  the 
so-called  baskets  and  procurement  and  compliance,  USTR  will  take 
the  lead.  In  others  it  is  more  appropriate  for  other  agencies  to  take 
the  lead,  but  frankly  because  of  the  great  work  of  Bob  Rubin  and 
the  National  Economic  Council  and  the  leadership  of  the  President, 
we  all  worked  so  closely  together,  it  is  very  difficult  to  determine 
who  is  taking  the  lead  in  these  negotiations. 

As  we  proceeded  in  Tokyo,  I  could  say  that  in  every  meeting,  in- 
cluding with  the  President,  all  the  negotiators  are  there,  not  only 
Ambassador  Barshefsky,  but  all  the  others  that  I  mentioned,  and 
so  there  is  no  differentiation  between  agencies  as  we  proceed  in 
trade  in  this  administration,  and  I  am  deeply  grateful  to  my  col- 
leagues in  the  Cabinet  for  their  graciousness,  frankly,  in  sort  of  al- 
most historic  openness  to  having  USTR  being  at  the  table  with 
them,  and  I  think  it  worked  well  and  will  continue  to  operate  in 
that  fashion. 

Mr.  Matsui.  In  terms  of  the  linkage  with  these  other  issues, 
again  you  may  not  even  be  able  to  respond,  because  it  is  a  policy 
decision  that  the  administration  would  have  to  make,  but  I  would 
hope  that  there  would  be  consideration. 

Ambassador  Kantor.  I  think  the  one  thing  I  would  say  without 
getting  directly  into  your  question  in  trying  to  be  fairly  careful 
here,  our  relationship  rests,  as  I  said,  on  three  legs  of  this  stool, 
our  political  relationship,  our  security  relationship,  and,  of  course, 
our  economic  relationship.  Two  of  those  legs  are  very  strong.  One, 
of  course,  is  not  as  strong,  and  that  is  our  economic  relationship 
with  Japan,  Obviously  a  stool  tips  over  if  one  of  the  legs  is  not  as 
strong  as  the  other  two,  and  the  President  has  said  that  publicly. 
We  continued  to  talk  about  that  to  the  Japanese  GrOvernment,  and 
I  think  we  all  assume  that  unless  we  get  our  economic  house  in 
order,  then,  of  course,  the  relationship  is  not  as  strong  as  it  should 
be.  This  is  the  most  important  bilateral  relationship  this  country 
has.  We  ought  to  make  sure  it  is  as  strong  and  enduring  as  it  has 
been  in  the  past. 

Mr.  Matsui.  I  really  appreciate  that.  I  have  to  say  that  the  Japa- 
nese are  lucky  the  agreement  was  negotiated  because,  as  I  indi- 
cated, if  these  negotiations  should  break  down  or  if  we  don't 
achieve  the  goals  that  we  want  to  achieve,  it  is  my  belief  that  we 
would  become  very,  very  protectionist  in  1994.  I  would  put  those 
people  you  are  going  to  be  negotiating  with  on  notice  that  there  is 
a  sentiment  out  there  that  I  think  you  successfully  abated,  at  least 
temporarily,  while  these  discussions  go  on. 
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I  would  just  like  to  move  very  quickly  to  address  GATT,  Mr. 
Chairman,  as  I  think  significant  achievements  were  made  in  Tokyo 
with  respect  to  the  GAT^.  At  the  same  time  I  think  we  have  a  long 
way  to  go.  Trade  and  services,  intellectual  property,  and  many  of 
those  things  that  you  mentioned  are  still  on  the  table  for  discus- 
sion. 

One  of  the  concerns  that  I  have,  and  I  am  only  going  to  bring 
this  up  because  it  relates  to  the  GATT,  is  that  NAFTA  will  be  com- 
ing up  probably  in  the  late  fall  of  this  year,  and  should  NAFTA  fail 
or  be  postponed  because  of  the  lack  of  support  in  the  House,  I 
would  suspect  that  there  could  be  serious  GATT  repercussions.  I 
would  like  your  thoughts  on  that  because  you  are  going  to  have 
your  hands  pretty  full  with  the  Japanese  negotiations,  the  GATT, 
and  also  your  involvement  with  NAFTA.  I  think  too  many  of  my 
colleagues,  at  least  at  this  very  early  stage  of  NAFTA,  think  that 
NAFTA  is  a  free  ride.  They  think  they  can  vote  no  on  NAFTA,  and 
it  is  not  going  to  have  any  implications  beyond  a  no  vote,  but  it  is 
my  sense  that  these  are  somewhat  related  and  the  repercussions 
could  be  serious. 

For  example,  I  would  imagine  that  if  NAFTA  goes  down,  the  Jap- 
anese might  say,  gee,  there  is  some  weakness  in  the  U.S.  trade 
agenda.  There  is  no  coordinated  trade  effort  by  this  country.  Would 
you  comment  on  that? 

Ambassador  Kantor.  Well,  yes,  sir,  I  will.  Number  one,  I  will 
say  that  this  agenda  will  keep  us  all  off  the  streets  and  out  of  trou- 
ble, at  least,  for  this  year.  There  is  no  doubt  about  that.  Number 
two,  it  is  clear  to  me  that  the  ability  to  create  the  largest  market 
in  the  world,  that  is  through  NAFTA  with  these  supplemental 
agreements  will  make  a  big  difference  in  terms  of  our  ability  to  ne- 
gotiate successful  agreements  in  the  GATT.  Truly  the  rest  of  the 
world  is  watching  NAFTA  very  closely,  and  they  believe,  of  course, 
that  NAFTA  would  make  the  United  States  much  more  competitive 
and  therefore  they  would  be  much  more  likely  to  want  to  enter  into 
these  agreements  with  us  and  we  would  have  much  more  ability 
to  hold  our  own  in  these  negotiations  with  the  largest  market  in 
the  world. 

As  you  know,  we  are  no  longer  the  largest  market  in  the  world. 
The  European  Community  is,  and  so  I  couldn't  agree  with  you 
more.  That  is  just  one  more  factor  that  drives  this  administration 
toward  trying  to  get  the  NAFTA  and  the  supplemental  agreements 
approved  by  this  Congress  prior  to,  of  course,  the  December  15  day, 
which  is  the  end  date  on  the  fast  track  legislation  for  the  Uruguay 
round,  so  I  agree  with  what  you  are  saying  and  that  is  just  one 
more  reason  why  we  are  so  intent  upon  finishing  these  negotiations 
led  by  Ambassador  Yerxa  on  NAFTA  and  the  supplemental  agree- 
ments in  order  to  get  that  package  to  the  Congress. 

Mr.  Matsui.  I  would  like  to  thank  you,  i^bassador,  and  your 
entire  team.  You  did  an  excellent  job.  Thank  you. 

Ambassador  Kantor.  Thank  you,  Mr.  Matsui. 

Chairman  Gibbons.  Mr.  Neal. 

Mr.  Neal.  Thank  you  very  much,  Mr.  Chairman.  I,  like  the  other 
members  of  this  committee,  would  like  to  congratulate  you,  Mr, 
Kantor,  in  what  seems  to  be  some  tangible  success.  There  are 
many  of  us  here  who  have  opted  for  more  vigorous  position  as  it 
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relates  to  our  trade  practices  with  the  Japanese,  and  I  would  like 
you  to,  if  you  can  for  a  moment,  comment  on  a  statement  that  you 
offered  on  June  30,  and  it  seems  to  me  that  this  statement  gained 
you  some  bargaining  latitude.  You  simply  suggested  that: 

*  *  *  today  I  am  formally  identifying  Japan,  pursuant  to  Title  7  of  the  Omnibus 
Trade  and  Competitiveness  Act  of  1988,  as  a  country  that  maintains  in  Government 
procurement  of  construction,  architectural  and  engineering  services  a  significant 
and  persistent  pattern  of  practice  of  discrimination  against  U.S.  products  or  services 
that  results  in  identifiable  harm  to  U.S.  businesses. 

It  seems  to  me  that  tactically  that  was  a  wise  position  for  you  to 
carry  going  into  those  negotiations. 

Would  you  give  us  kind  of  an  insider's  perspective  on  how  that 
strategy  developed  and  how  you  were  able  to  utilize  it  to  at  least 
demonstrate,  I  think,  some  moderate  success? 

Ambassador  Kantor.  Number  one,  we  didn't  think  it  was  en- 
tirely productive  to  have  invoked  sanctions  as  a  result  of  Title  7 
with  regard  to  construction  as  we  moved  into  a  critical  timeframe 
in  terms  of  negotiations  not  only  on  the  Uruguay  round  where,  of 
course,  Japan  is  part  of  the  quad  and  a  vital  part  of  it,  and  also 
on  the  Japanese  framework  discussions  and  also  because  the  G-7 
is  in  Tokyo  and  also  because  of  the  political  situation  in  Japan  and 
with  the  President  going  there  but,  number  two,  let  me  make  sure 
you  understand.  We  have  insisted  that,  one,  the  negotiations  over 
central  Government  procurement  of  construction,  arcnitectural,  en- 
gineering services  be  put  within  the  framework  of  the  requirements 
we  have  put  on  the  table,  and  that  has  been  agreed  to;  number 
two,  on  November  1  if  we  have  not  reached  a  satisfactory  agree- 
ment, we  will  invoke  sanctions;  and  number  three,  the  construction 
is  not  part  of  these  baskets  or  framework  agreement  we  entered 
into  in  order  to  preserve  our  ability  to  go  forward.  So  on  one  hand 
I  think  it  was  hopefully  wise  on  the  part  of  this  administration  not 
to  invoke  sanctions  at  that  particular  delicate  point,  but  we  have 
preserved  all  our  rights  and  November  1  is  the  end  date  and  the 
Japanese  understand  that,  and  we  are  continuing  those  negotia- 
tions. 

Mr.  Neal.  It  just  seems  to  me  strategically  that  you  opted  for  the 
right  position  in  terms  of  negotiating,  that  my  sense  is  that  this  ad- 
ministration is  taken  seriously  now  and  that  the  Japanese,  given 
the  changes  that  are  occurring  in  their  Grovernment,  I  think  are  ob- 
ligated to  take  us  more  seriously.  That  has  been  a  running  criti- 
cism that  members  of  the  House  like  myself  have  had,  that  there 
is  a  period  of  peaks  and  valleys  to  our  seriousness  as  we  approach 
these  trade  negotiations,  and  many  of  us,  again,  who  would  like  to 
support  the  concept  of  free  trade  and  find  it  very  desirable,  but  free 
trade  has  to  be  fair  trade,  and  my  sense  is  that  you  at  least  accom- 
plished the  position  of  getting  them  to  take  your  position  seriously. 

Ambassador  Kantor.  I  appreciate  that.  We  have  tried,  of  course, 
to  call  upon  other  nations  to  engage  in  comparable  action.  We  have 
not  shied  away  from,  for  instance,  with  the  European  Community 
invoking  sanctions  under  title  7  with  regard  to  their  procurement 
practices.  We  have  invoked  our  rights  under  special  301  during  this 
administration.  We,  obviously,  as  you  discussed  the  construction 
issue  with  Japan,  we  are  doing  an  in-house  review  for  the  first 
time  ever  which  we  will  complete  on  Thursday,  and  then  go  inter- 
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nally  into  the  administration  of  all  our  trade  agreements  to  see 
which  ones  are  being  complied  with  to  see  whether  to  initiate  301 
actions  or  other  actions  with  regard  to  any  other  kinds  of  discrimi- 
nation. We  don't  do  this  just  to  be  doing  it.  It  is  part  of  trying  to, 
as  you  say,  level  the  playing  field. 

We  are  calling  upon  other  nations  to  engage  in  comparable  ac- 
tion. I  believe,  and  I  think  my  colleagues  believe  and  this  President 
believes  that  these  trade  laws  are  on  the  books  to  be  enforced,  and 
that  is  a  major  part  of  what  we  do  here.  It  does  us  no  good  to  enter 
into  trade  agreements  if  they  are  not  adhered  to  but  let  me  end  by 
saying  that  as  a  result  of  these  and  other  actions  it  has  been  sug- 
gested I  should  not  run  for  prime  minister  of  Japan. 

Mr.  Neal.  I  will  endorse  you.  That  would  help  me  in  my  district. 
The  second  question  I  have  is  understanding  that  you  need  consid- 
erable latitude  in  the  negotiating  period,  you  did  state  or  it  was 
suggested  that  our  goal  was  to  get  the  Japanese  to  reduce  their 
current  surplus  of  3  to  4  percent  to  1  to  2  percent  of  the  GDP,  and 
it  is  apparent  that  vou  were  not  able  to  come  back  with  that  posi- 
tion and  I  am  wondering  if  that  was  a  sticking  point  during  nego- 
tiations or  whether  or  not  that  was  just  a  chit  that  was  thrown  on 
the  table  for  the  purpose  of,  again,  getting  them  to  focus  on  our  is- 
sues. 

Ambassador  Kantor.  Well,  number  one,  we  wanted  to  go  to  zero, 
that  is  number  one.  Now,  in  the  medium  term  we  want  a  highly 
significant  decrease.  There  are  no  numbers  in  there.  We  believe 
highly  significant  means  we  will  go  back  to  historic  levels.  That  has 
been  about  1.5  percent  on  the  average  in  the  last  20  years  of  their 
trade  surplus  to  their  GDP,  and  that  is  what  we  expect  to  happen 
in  the  medium  term.  That  is  what  we  think  is  highly  significant. 
It  would  not  be  highlv  significant  if  their  trade  surplus  was  a 
greater  percentage  of  the  GDP  than  the  historic  level  and  so  that 
is  what  we  were  talking  about.  Obviously  as  you  go  through  these 
negotiations,  I  need  not,  I  think,  be  any  more  explicit  than  saying 
there  are  areas  that  you  need  to  be — that  you  need  to  deal  with 
explicitly  and  others  that  don't  need  to  be  dealt  with  explicitly  be- 
cause they  will — it  is  clear  what  you  mean.  In  terms  of  qualitative 
and  quantitative  measures,  in  terms  of  the  five  baskets,  in  terms 
of  the  timeframe,  we  thought  we  needed  to  be  explicit. 

In  terms  of  reducing  their  trade  surplus  and  increasing  exports 
into  Japan,  we  believed  the  language  makes  it  very  clear  what  we 
expect. 

Mr.  Neal.  Thank  you  very  much,  Mr.  Chairman.  Thank  you,  Mr. 
Kantor. 

Ambassador  Kantor.  Thank  you,  Mr.  Neal.  Appreciate  it. 

Chairman  Gibbons.  Mr.  Hoagland. 

Mr.  Hoagland.  Thank  you,  Mr.  Chairman.  Ambassador  Kantor, 
Fred  Bergsten  and  Marcus  Noland  have  recently  published  a  book 
called  "Reconcilable  Differences?",  assuming  that  the  differences 
are  reconcilable  and  not  irreconcilable,  but  in  any  event  the  book 
indicates  that — this  is  a  comprehensive  new  study  of  United 
States-Japan  economic  relations  by  the  Institute  for  International 
Economics,  and  the  authors  indicate  that  Japanese  market  access 
barriers  are  limiting  American  merchandise  exports  by  an  esti- 
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mated  $9  to  $18  billion  annually,  of  which  $6  to  $11  billion  are  in 
manufactured  products,  with  most  of  the  remainder  in  agriculture. 

In  other  words,  if  the  market  barriers  are  limiting  American  ex- 
ports by  an  estimated  $9  to  $18  billion,  about  a  third  of  those  are 
in  the  agricultural  sector.  They  note  on  the  other  hand  that  current 
American  trade  barriers  appear  to  have  little  impact  on  Japanese 
sales  to  this  country,  so  right  now  it  is  very  much  a  one-way  street. 

Ambassador  Kantor.  Yes,  that  is  right. 

Mr.  HoAGLAND.  I  have  here  the  joint  statement  negotiated  in 
Japan,  the  joint  statement  on  United  States-Japan  framework  for 
a  new  economic  partnership,  and  I  don't  see  the  word  "agriculture" 
appearing  anywhere  in  here,  and  I  wonder  if  you  can  assure  us 
that  the  framework  text,  while  not  specifically  referring  to  agri- 
culture, includes,  is  intended  to  include  agriculture  in  the  market 
access  sentence.  Am  I  right? 

Ambassador  Kantor.  First  of  all,  let  me  say  most  of  the  agri- 
culture barriers  can  be,  which  we  are,  dealt  with  in  the  Uruguay 
round  in  the  agricultural  discussions  which  have  started  in  Gene- 
va. That  is  number  one,  in  order  to  open  up  the  Japanese  market, 
and  that  is  important  to  us  in  the  agricultural  area.  Obviously  we 
have  done  very  well  in  citrus  and  beef  once  those  markets  opened, 
as  you  well  know,  and  so  we  believe  the  Uruguay  round  is  a  proper 
area  to  do  that. 

Number  two,  we  have  bilateral  discussions  in  other  areas  such 
as  apples,  which  as  I  will  note  when  we  came  in  it  had  only  been 
going  on  for  13  years,  that  we  are  also  addressing  and  we  will  not 
allow  it  to  go  on  for  13  years,  let  me  assure  you  of  that.  So  we  be- 
lieve those  are  the  more  productive  areas  of  approaching  the  agri- 
cultural problem  rather  than  in  this  framework  agreement.  Frank- 
ly, it  might  have  been  confusing  to  put — as  we  go  to  Geneva  to  ne- 
gotiate tariffication,  the  agricultural  area  which  would  affect  those 
closed  markets  in  Japan — to  put  that  in  the  framework  as  well, 
that  could  have  been  played  off,  frankly,  against  each  other  which 
we  didn't  want  to  happen, 

Mr.  HoAGLAND.  It  seems  to  me  there  are  a  lot  of  specific  sectors 
that  are  not  specifically  mentioned  in  the  framework  in  the  joint 
statement,  but  I  am  curious  as  to  whether  the  sentence,  the  first 
sentence  of  the  third  paragraph  under  basic  objectives,  Japan  will 
actively  pursue  the  medium  term  objectives  of  promoting  strong 
and  sustainable  domestic  demand  led  growth,  and  increasing  the 
market  access  of  competitive  foreign  goods  and  services  is  not 
meant  to  include  agriculture  as  well  as  a  number  of  other  things? 

Ambassador  Kantor.  Well,  it  could.  Frankly,  this  is  just  the 
rules  of  the  game.  It  is  very  broad.  For  instance  there  is  one  basket 
called  "other  sectors."  Although  it  concentrates  on  auto  and  auto 
parts  which  is,  as  you  know,  two-thirds  of  our  net  trade  deficit,  it 
is  fairly  broad  in  its  language,  and  so  therefore  we  believe  that,  of 
course,  can  be  used  in  many  different  areas. 

Mr.  HOAGLAND.  Well,  let  me  illustrate  my  concerns  specifically. 
The  Nebraska  State  Department  of  Economic  Development  has 
presented  me  with  some  figures  in  terms  of  Nebraska  exports  to 
Japan  and  other  nations,  and  on  one  hand  of  the  total  $700  million 
in  food  and  kindred  products  exported  by  Nebraska,  Japan  pur- 
chased $440  million,  so  that  is  quite  favorable,  well  over  50  percent 
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of  our  exports  in  food  and  kindred  products,  vet  agriculture  produc- 
tion crop,  we  in  Nebraska  exported  $65.5  million  of  products  to  the 
world  and  Japan  purchased  only  a  half  a  million,  only  about 
$500,000,  so  less  than  1  percent  of  our  crop  exports  went  to  Japan 
which  clearly  is  out  of  line  with  the  potential  of  the  Japanese  mar- 
ketplace. 

Now,  Mr.  Bergsten  and  Noland  in  their  book  indicate  that  in  the 
agriculture  sector,  particularly  Japan  is  noncompetitive  as  against 
the  United  States,  that  they  say  specifically  the  United  States  is 
highly  competitive  in  agriculture  and  numerous  service  sectors 
where  Japan  lags  substantiallv.  I  guess  I  would  like  to  receive  your 
assurances  that  the  framework  agreement  includes  agriculture  and 
that  your  office  will  work  very  hard  to  open  up  the  Japanese  mar- 
ket to  United  States  agricultural  exports. 

Ambassador  Kantor.  We  are  doing  a  bilateral  or  multilateral 
basis.  We  are  going  to  open  that  market  up  to  agriculture.  It  is  a 
critical  sector  not  only  to  this  country,  it  is  $40  billion  a  year  in 
known  exports,  about  10  percent,  just  barely  less  than  10  percent 
of  our  exports  right  now.  Our  farmers,  of  course,  are  the  most  com- 
petitive in  the  world.  It  is  a  market  we  want  to  open  up,  and  it 
is  one  of  our  highest  priorities. 

Let  me  just  indicate  there  are  many  other  numbers  we  could  use 
in  addition  to  the  agriculture  numbers  which  indicate  a  closed  mar- 
ket in  Japan.  One  of  the  most  stunning  is  that  OECD  nations,  in- 
dustrialized nations,  average  about,  in  their  consumption  of  manu- 
factured products,  about  7.4  percent  a  year.  In  Japan  that  is  2.7 
percent,  less  than  a  third  of  the  averages  of  the  other  OECD  na- 
tions. Of  foreign  direct  investment  stock  in  the  world,  about  28  per- 
cent is  in  the  United  States,  about  33  or  34  percent  is  in  Europe, 
by  the  way,  seven-tenths  of  1  percent  in  Japan.  Whether  it  is  serv- 
ices, whether  it  is  industrial  or  manufactured  products,  whether  it 
is  agriculture,  we  face  a  real  challenge  in  opening  up  the  Japanese 
market.  This  is  the  second  largest  market  in  the  world. 

Let  me  just  mention  one  other  thing  that  is  interesting,  that  is 
going  to  become  more  and  more  of,  I  think,  of  a  talking  point  for 
all  of  us.  The  Japanese  last  year  consumed  about  14  million  tons 
of  steel  to  build  their  cars  in  Japan.  Not  one  ounce  was  purchased 
from  any  foreign  supplier.  They  purchased  about  7  million  tons  of 
steel  from  the  United  States  for  other  purposes.  Only  1.7  million, 
though,  was  in  the  high  value-added  finished  steel  products. 

When  the  second  largest  economy  in  the  world  literally  closes  its 
market  to  a  particular  product  like  steel,  it  is  no  wonder  that  we 
have  dumping  in  the  United  States  because  it  is  only  natural  that 
countries  then  locked  out  of  the  Japanese  market  are  going  to  turn 
to  the  largest  market  in  the  world,  which  is  the  United  States.  This 
is  not  the — it  is  just  rirfit  on  my  mind  today  because  of  some 
things  going  on  in  our  office,  so  all  I  would  say  to  you  is  we  have 
a  challenge  in  many  different  areas  and  agriculture  is  one  of  the 
most  important. 

Mr.  HOAGLAND.  It  is  certainly  one  of  the  areas  that  would  benefit 
the  Japanese  consumers,  an  issue  you  alluded  to  earlier,  in  addi- 
tion to  American  producers  considerably.  It  is  really  quite  stun- 
ning, I  think,  when  we  examine  the  degree  to  which  the  Japanese 
market  is  shut  off.  Bergsten  and  Noland  in  their  book  indicate  that 
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Japan  is  clearly  different  than  the  United  States  in  four  senses. 
First,  a  very  low  share  of  imports  of  manufactured  goods  in  domes- 
tic consumption,  certainly  in  relation  to  what  our  consumption  of 
Japanese  goods  is,  the  very  low  share  of  intraindustry  trade,  the 
small  share  of  foreign  companies  and  domestic  sales,  and  the  very 
high  share  of  trade  conducted  within  Japanese  companies.  As  you 
indicate,  Mr.  Kantor,  with  the  tremendous  potential  of  the  Japa- 
nese market  and  with  the  extraordinary  efficiency  with  which  we 
can  produce  agricultural  goods  here,  I  would  urge  you  to  press  as 
hard  as  you  can  on  this  particular  front. 

Ambassador  Kantor.  We  will.  We  appreciate  that  advice.  You 
are  absolutely  correct,  and  it  is  of  the  highest  concern  to  this  office 
and  this  administration. 

Mr.  HoAGLAND.  And  again  these  figures  of  Nebraska's  total  crop 
exports  of  $65  million,  only  $500,000  should  go  Japan  is  quite 
striking.  Thank  you. 

Ambassador  Kantor.  Thank  you. 

Mr.  HOAGLAND.  Thank  you,  Mr.  Chairman. 

Chairman  Gibbons.  Mr.  Shaw. 

Mr.  Shaw.  Thank  you,  Mr.  Chairman.  I  will  be  somewhat  brief. 
First  of  all,  I  want  to  comment  and  congratulate  the  administration 
on  the  progress  that  was  made  in  the  Tokyo  summit.  I  do  have  con- 
cerns, however,  that  we  left  with  only  describing  our  relationship 
with  Japan  as  looking  for  a  qualitative  and  quantitative  progress. 
Those,  of  course,  can  be  weasel  words,  as  we  in  the  legal  profession 
used  to  sav,  and  they  sort  of  defy  any  categorization.  I  do  know 
that  the  administration  sought  to  get  some  real  numbers  in  setting 
some  benchmarks  that  we  could  then  go  back  and  review  to  see 
whether  we  are,  in  fact,  making  progress.  I  do  know  that  these  ne- 
gotiations are  an  ongoing  process  and  also  I  can  readily  recognize 
the  fact  that  vou  are  indeed  dealing  with  a  caretaker  government 
or  a  lame  duck  government  and  anything  that  is  negotiated  at  this 
point  has  to  be  redone  in  the  future. 

Is  it  the  administration's  intention  to  come  up  with  exact  bench- 
marks in  the  fiiture  so  that  we  can  give  the  Japanese  a  report  card 
on  how  we  are  progressing  so  that  we  can  make  some  real  progress 
in  getting  this  trade  deficit  down? 

Ambassador  Kantor.  Exactly,  Mr.  Shaw.  First  of  all,  you  will 
note  a  phrase  in  there  called  tangible  progress.  That  is  related  to 
the  quantitative  and  qualitative  measures  which  are  related  then 
to  the  five  baskets.  We  never  intended  for  this  framework  agree- 
ment, so-called  rules  of  the  game,  to  have  numbers  in  them  be- 
cause these  are  not  the  agreements  themselves.  These  are  just  the 
outline  of  how  we  are  going  to  proceed  to  reach  agreement.  We 
fully  intend  that  the  quantitative  and  qualitative  measures  which 
we  will  use  to  indicate  success  or  lack  of  success  being  reached  in 
any  particular  sector  are  going  to  be  a  vital  part  of  the  agreements 
that  we  negotiate  in  the  future. 

Mr.  Shaw.  I  hope  that  we  will  stick  to  our  guns  on  that,  and 
when  the  new  Government  is  in  place  in  Japan  that  we  will  be 
very  hard-nosed  in  our  negotiations.  The  Japanese  are  excellent  in 
agreeing  to  something  that  will  have  no  more  authority  than  a  let- 
ter of  intent,  and,  of  course,  I  think  that  is  what  we  have  at  this 
point  which  I  certainly  am  not  critical  of,  but  I  think  that  the  devil 
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is  in  the  detail  and  the  detail  is  yet  to  come  and  I  would  hope  that 
you  really  keep  their  nose  to  the  stone  on  that  because  we  just 
seem  to  be  getting  further  and  further  behind  in  our  dealing  with 
the  Japanese,  and  it  is  time  that  we  turn  it  around.  I  think  the 
point  that  you  made  about  the  cost  of  consumer  goods  is  an  impor- 
tant one.  Because  of  their  industrial  nationalism,  the  Japanese  are 
continuing  to  punish  their  own  people,  the  consumers.  This  is 
somewhat  outrageous  when  it  is  creating  a  big  deficit  here  in  this 
country.  Obviously,  the  well-being  of  our  economy,  the  well-being 
of  our  worker  impacts  directly  upon  the  Japanese  who  depend  very 
heavily  upon  our  markets  for  their  own  economy. 

If  we  were  to  suddenly  cut  off  trade  with  the  Japanese,  obviously 
we  would  suffer  here,  there  is  no  question  about  that,  because  of 
the  huge  debt  we  have,  but  their  economy  would  be  thrown  into  an 
absolute  chaos,  and  I  hope  that  we  can  remember  that  in  negotiat- 
ing with  them  that  we  don't  intend  to  hurt  each  other,  but  we  want 
to  be  vigilant  and  we  want  tangible  results  that  can  be  measured 
with  actual  numbers  which  I  think  is  vitally  important  to  the  fu- 
ture trade  relationship  with  the  Japanese  Government. 

Ambassador  Kantor.  I  agree,  Mr.  Shaw.  We  have  the  largest 
open  market  in  the  world.  Twenty-eight  percent  of  Japanese  ex- 
ports overall  come  to  the  United  States.  We  are  trying  to  open  Jap- 
anese markets,  not  close  ours,  as  I  think  you  would  agree.  The  sec- 
ond largest  economy  in  the  world  has  to  be  open  to  all  foreign  sup- 
pliers, not  just  U.S.  suppliers,  and  that  is  what  we  are  trying  to 
do  in  these  framework  discussions,  to  pursue  these  discussions  on 
an  MFN  basis,  but  we  are  committed  to  American  workers  and 
American  businesses  to  expand  our  economy.  In  order  to  do  so, 
trade  is  critical,  and  that  means  we  have  to  deal  with  the  second 
largest  economy  of  the  world,  and  you  can  be  assured  that  we  are 
focused  like  a  laser  beam  on  that  subject. 

Mr.  Shaw.  Like  a  laser  beam? 

Ambassador  Kantor.  Like  a  laser  beam. 

Mr.  Shaw.  OK  Thank  you,  Mr.  Chairman. 

Chairman  Gibbons.  Mr.  McNulty. 

Before  we  go  on,  let  me  ask,  have  you  ever  eaten  a  Japanese 
apple? 

Ambassador  Kantor.  You  know,  I  think,  yes,  I  have.  In  fact  in 
my  last  two  trips  they  were  nice  enough  to  nave  a  basket  of  fruit 
in  my  room,  which  I  think  must  have  cost  a  fortune,  but  it  had  a 
Japanese  apple.  Yes,  I  have. 

Chairman  GffiBONS.  Well,  I  just  wanted  to  ask  one  of  your  two 
Ambassadors  to  smuggle  you  back  one  sometime  when  they  are 
over  there.  They  will  have  to  smuggle  it  past  our  agricultural  in- 
spectors who  will  confiscate  it. 

Ambassador  Kantor.  Since  I  adhere  to  all  laws,  I  didn't  try  to 
do  that,  Mr.  Chairman, 

Chairman  Gibbons.  All  right.  Well,  I  will  bring  one  back  for  you. 
I  just  want  to  tell  you  just  to  kind  of  outline  the  difficulties  you 
are  up  against,  and  I  don't  condone  at  all  the  Japanese  closed  mar- 
ket on  our  apples,  but  our  apple  is  sort  of  an  hors  d'oeuvre.  Their 
apple  is  a  meal.  Their  apple  costs  you  a  fortune.  It  is  handgrown 
and  it  is  not  an  agricultural  product,  it  is  an  art  form.  You  go  out 
into  the  orchards  which  will  be  about  the  size  of  this  table  up  here, 
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and  you  will  find  little  ladies  running  around  raising  apples,  en- 
closing each  apple  in  its  own  cocoon  of  garment  to  keep  the  birds 
and  insects  away  fi-om  it.  When  the  Japanese  family  sits  down  to 
have  an  apple,  it  is  a  meal,  and  that  demonstrates  the  kind  of  dif- 
ferences that  exist  in  our  cultures  and  our  agricultural  practices. 
The  apples  are  delicious,  but  the  Japanese  apple  is  not  an  agricul- 
tural product,  but  rather  an  art  form.  This  is  what  you  are  up 
against  when  you  negotiate  with  the  Japanese  not  only  on  apples 
but  on  a  lot  of  other  things,  but  this  is  no  excuse  for  Japan's  closed 
practices.  I  commend  you  and  wish  you  well  in  your  negotiations 
with  them  on  these  issues. 

Ambassador  Kantor.  Mr.  Chairman,  I  note  the  Speaker  of  this 
great  body  is  from  the  State  of  Washington,  and  so  is  my  wife,  and 
I  am  not  about  to  comment  on  your  last  comment. 

Chairman  Gibbons.  Mr.  Dreier,  who  is  our  next  witness,  has 
asked  if  he  could  just  ask  you  one  brief  question.  He  will  take  it 
out  of  his  time  before  the  committee. 

Mr.  Dreier.  Thank  you  very  much,  Mr.  Chairman.  Let  me  just 
first  say  to  you,  Mr.  Chairman,  that  I  am  going  to  be  enjoying  an 
art  form  for  lunch  in  about  an  hour  and  a  half. 

Chairman  Gibbons.  How  did  you  get  it  in  this  country? 

Mr.  Dreier.  We  have  some  art  forms  here  that  are  also  grown 
in  orchards. 

Let  me  say  that — congratulations  to  you.  Ambassador  Kantor, 
and  your  colleagues  for  moving  in  what  I  think  is  a  very  positive 
direction.  I  would  just  like  to  follow  on  the  questions  that  were 
raised  by  Mr.  Neal  and  Mr.  Shaw. 

Chairman  Gibbons.  You  haven't  got  that  much  time. 

Mr.  Dreier.  I  know.  This  is  my  one  question,  Mr.  Chairman. 
Japan  bashing  is  clearly  a  very  popular  thing  domestically  here  in 
this  country.  Ambassador  Mansfield  has  made  a  statement  that  if 
we  are  too  tough  with  the  Japanese  we  will  be  in  a  position  where 
we  are  encouraging  them  to  move  in  the  direction  of  the  Chinese 
and  the  Russians,  and  I  wondered  if  you  might  comment  on  the 
challenge  of  trying  to  walk  that  fine  line  between  the  pressure  that 
is  here  at  home  and  the  direction  that  we  really  want  to  move,  and 
that  is  free  trade. 

Ambassador  Kantor.  We  have  great  respect  for  the  Japanese 
people  and  what  they  have  accomplished.  I  think  all  of  us  here  do. 
There  is  a  lot  that  they  have  accomplished  industrially  and  other- 
wise we  could  emulate.  Let  me  just  say  that  I  think  tough  is  an 
overused  word.  I  think  practical,  pragmatic,  realistic  and  operating 
on  behalf  of  American  workers  and  American  business  is  what  we 
ought  to  be  about.  I  don't  want  to  bash  anyone.  I  just  want  to  open 
markets  and  expand  trade  and  work  with  this  President  in  order 
to  make  sure  our  economy  begins  to  expand  again,  so  that  is  what 
we  are  trying  to  do.  We  are  not  trying  to  bash  anyone. 

Mr.  Dreier.  Thank  you  very  much.  Thank  you,  Mr.  Chairman. 

Chairman  Gibbons.  All  right,  fine.  Thank  you,  Mr.  Ambassador. 
Good  luck. 

Ambassador  Kantor.  Thank  you,  Mr.  Chairman. 

Chairman  Gibbons.  David,  you  are  next. 

Let  me  say  to  all  members  who  weren't  present  when  we  made 
the  first  announcement,  we  have  to  be  out  of  this  room  by  12:45 
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today.  There  will  be  another  meeting  in  this  room  involving  some 
of  the  same  actors. 

Before  we  go  to  Mr.  Dreier,  let  me  say  that  Mrs.  Kennelly,  who 
is  a  member  of  this  subcommittee,  could  not  be  present  this  morn- 
ing. She  has  a  number  of  questions  for  the  Ambassador,  and  we 
will  send  them  to  the  ambassador  and  ask  him  to  respond  for  the 
record.  Without  objection,  those  questions  will  be  included  at  this 
point. 

[Answers  to  Mrs.  Kennelly's  questions  follow:] 
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U.S. -JAPAN  TRADE  RELATIONS  HEARING 

JULY  13,  1993 

THE  HONORABLE  BARBARA  B.  KENNELLY 

QUESTIONS  FOR  AMBASSADOR  KANTOR: 

Mr.  Ambassador,  the  agreement  on  distilled  spirits  announced 
in  Tokyo  covers  whiskey  and  brandy,  but,  at  Japan's  insistence, 
does  not  include  white  spirits,  such  as  vodka,  rum  and  gin,  or 
cordials  or  liqueurs.   Yet  these  products  are  important  export 
items  for  U.S.  producers.   On  a  volume  basis,  they  represented 
nearly  25  percent  of  total  U.S.  distilled  spirits  in  1992.   What 
are  your  plans  for  ensuring  that  a  zero-for-zero  agreement  covers 
all  distilled  spirits,  including  white  spirits? 

ANSWER: 

The  Tokyo  agreement  clearly  states  that  it  comprises  only 
the  minimum  elements  necessary  to  achieve  an  overall  balanced 
package  in  the  market  access  negotiations.   Moreover,  the 
agreement  states  that  the  Quad  will  seek  to  add  zero/zero  sectors 
to  those  identified  in  Tokyo.   We  shall  continue  to  press 
vigorously  in  all  sectors  where  we  were  not  able  to  reach 
agreement  in  Tokyo.   Clearly,  white  spirits  is  an  area  where  we 
will  seek  agreement  for  zero/zero. 

In  addition,  we  just  returned  from  two  weeks  in  Geneva  where 
we  met  with  other  countries  both  bilaterally,  and  multilaterally. 
It  was  clear  from  these  discussions  that  many  countries  are 
dissatisfied  with  the  limited  coverage  of  the  Tokyo  agreement  on 
distilled  spirits  and  will  be  pressing  the  Japanese  for  further 
concessions  in  this  area. 

QUESTION: 

I  understand  that  your  Japanese  counterparts  indicated  in 
Tokyo  that  Japan  is  prepared  to  consider  eliminating  tariffs  on 
certain  white  goods.   When  do  you  intend  to  renew  your 
discussions  with  Japan  on  this  key  issue  for  the  U.S.  distilled 
spirits  industry?  Will  you  continue  to  press  Japan  to  agreement 
to  cover  white  spirits,  including,  vodka,  cordials,  liqueurs,  in 
the  zero-for-zero  agreement? 

ANSWER: 

We  have  not  stopped  and  will  not  stop  our  discussions  with 
Japan  on  expanding  their  zero/zero  coverage  in  distilled  spirits 
to  include  white  spirits.   We  will  continue  to  press  them 
bilaterally,  plurilaterally,  multilaterally,  and  in  the  Quad 
context. 


Drafted  by:   BNorton   x5097 
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Chairman  Gibbons.  Our  next  witness  is  the  Honorable  David 
Dreier,  a  member  of  the  Rules  Committee  and  a  Member  of  Con- 
gress from  California.  David,  we  will  put  your  entire  statement  in 
the  record  together  with  your  attachment,  your  article  in  the  Policy 
Review,  and  you  may  proceed. 

STATEMENT  OF  HON.  DAVID  DREIER,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  CALIFORNIA 

Mr.  Dreier.  Mr.  Chairman,  I  would  also  like  to  include  the 
Wednesday  Group  study  which  deals  with  the  issue  of  cost  protec- 
tionism in  Japan,  if  I  could. 

Chairman  Gibbons.  All  right,  fine,  we  will  put  that  in  the  record. 

Mr.  Dreier.  Thank  you  very  much.  Mr.  Chairman,  let  me  say 
that  having  welcomed  you  all  so  manv  times  before  the  Rules  Com- 
mittee, it  is  nice  to  be  on  this  side  of  the  table.  I  will  be  very  brief 
because  I  know  the  time  constraints  here.  The  day  before  we  ad- 
journed for  the  Independence  Day  recess.  Vice  President  Mondale, 
who  has  been  nominated  to  become  Ambassador  to  Japan,  testified 
before  our  Joint  Committee  on  the  Organization  of  Congress,  and 
it  was  difficult  to  decide  which  is  going  to  be  a  more  difficult  chal- 
lenge, trying  to  reform  the  Congress  or  diminishing  Japan's  trade 
barriers,  so  I  decided  that  while  he  was  testifying  on  the  organiza- 
tion of  Congress  and  legislative-executive  relations  that  I  would 
take  advantage  of  that  opportunity  to  talk  trade. 

At  that  point  I  urged  Vice  President  Mondale  to  build  upon  the 
work  of  Ambassador  Mansfield  who  in  1987  called  for  a  United 
States-Japan  free  trade  agreement  as  a  means  to  depoliticize  trade 
issues  and  improve  the  economic  relationship  between  two  of  the 
world's  largest  economic  superpowers.  I  was  extremely  encouraged 
by  Mr.  Mondale's  receptiveness  to  such  a  strategy,  and  I  believe 
that  he  is  going  to  be  a  tremendous  asset  as  we  look  at  trying  to 
pursue  the  goals  which  Ambassador  Kantor  just  outlined  nere:  I 
think  that  he  is  going  to  be  committed  to  the  goal  of  trying  to  make 
Ambassador  Mansfield's  vision  a  reality. 

About  half  a  decade  ago,  I  was  invited  to  meet  with  a  Chevrolet 
dealer  in  southern  California.  He  advocated  that  we  impose  a  100 
percent  tariff  on  Japanese  automobiles  coming  into  this  country.  As 
I  walked  out  of  that  meeting  I  was  struck  with  the  fact  that  that 
would  be  an  obvious  mistake.  It  seemed  to  me  then,  and  today, 
that  the  goals  which  Mickey  Kantor  has  just  spoken  about  are  ones 
which  we  should  be  pursuing,  trying  to  move  in  the  direction  of  a 
free  trade  agreement. 

Mr.  Chairman,  you  and  Mr.  Crane  and  Mr.  Matsui  and  others 
have  discussed  with  me  this  issue  of  United  States-Japan  free 
trade.  I  know  Mr.  Crane  has  worked  diligently  on  it,  and  you  will 
recall  that  last  year  I  made  an  attempt  to  defeat  the  previous  ques- 
tion on  the  Miscellaneous  Tariff  Act  of  1992  so  that  the  House 
could  consider  an  amendment  in  support  of  a  United  States-Japan 
Free  Trade  Agreement.  What  I  basically  want  to  do  is  expand  on 
this  framework  agreement  that  we  have  just  heard  Ambassador 
Kantor  describe  and  move  in  the  direction  of  even  freer  trade  with 
Japan.  Our  relationship  with  Japan  is,  I  believe,  at  a  critical  junc- 
ture. We  are  only  days  away  from  that  framework  agreement 
which  was  signed,  and  Mickey  Kantor  deserves  a  great  deal  of 
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credit  for  coming  to  that  agreement  in  Tokyo  and  for  moving  away 
from  what  has  been  of  great  concern  to  many  of  us  for  a  long  pe- 
riod of  time — ^this  rhetoric  of  managed  trade  and  retaliation.  In- 
stead, the  administration  is  beginning  to  focus  on  opening  up  the 
Japanese  market,  using  the  principles  of  free  trade  and  more  eco- 
nomic integration. 

Should  tne  eventual  negotiations  move  toward  the  achievement 
of  a  free  trade  agreement  between  our  two  nations,  then  this 
framework  agreement  clearly  will  have  been  the  greatest  achieve- 
ment of  the  summit.  Therefore,  I  hope  that  Mr.  Kantor  will  carry 
the  message  to  the  President  that  there  is  clear,  bipartisan  support 
here  in  this  Congress,  not  just  among  members  of  this  subcommit- 
tee, but  in  the  entire  Congress,  to  begin  to  proceed  with  even  fur- 
ther negotiations  in  the  area  of  free  trade.  There  is  no  need,  Mr. 
Chairman,  for  partisanship  when  we  deal  with  trade  because  our 
whole  economic  future  depends  on  a  dynamic  and  growing  export 
sector, 

I  have  consistently  applauded  President  Clinton  when  he  has  ad- 
vocated policies  that  I  believe  will  benefit  our  country.  As  Mr.  Mat- 
sui  knows,  I  have  been  a  strong  proponent  of  NAFTA.  I  have  con- 
gratulated the  President  consistently  on  that,  and  worked  closely 
with  Mickey  Kantor  on  it,  and  I  will  say  this:  as  long  as  Ambas- 
sador Kantor  continues  to  pursue  a  trade  policy  with  Japan  that 
is  based  on  this  concept  of  free  trade  and  expanded  export  opportu- 
nities for  the  United  States,  I  will  continue  to  be  very  supportive 
there  also. 

Mr.  Chairman,  I  think  that  as  you  look  at  this  issue  of  managed 
trade,  we  should  stop  trying  to  make  America  look  more  like 
Japan.  Managed  trade  and  specific  bilateral  business-Government 
agreements  play  right  into  Japan's  hands.  Americans  can  compete, 
as  we  have  found,  and  they  do  their  best  in  the  most  open  and  free 
economy.  It  makes  more  sense  to  create  an  environment  where 
American  business  can  outcompete  their  Japanese  counterparts 
rather  than  try  to  have  our  bureaucrats  and  politicians  outmanage 
Japan.  The  results  from  Tokyo  provide  evidence  that  critics  of  free 
trade  with  Japan  are  wrong.  The  political  environment  in  Japan  is 
changing,  as  we  have  discussed  here  today,  but  one  thing  appears 
very  obvious — the  political  turmoil  there  is  caused  in  part  by  what 
I  believe  to  be  a  rigid  anticonsumer,  Japanese  economic  system, 
and  that  was  raised  here  with  Mr.  Kantor.  This  provides  a  tremen- 
dous opportunity  for  free  trade  because  the  Japanese  consumer  is, 
I  believe,  our  greatest  ally  in  the  process.  Now,  there  are  some  peo- 
ple who  have  argued  that  Japan's  rather  austere  lifestyle  does  not 
create  the  kind  of  demand  for  U.S.  goods  that  is  out  there.  I  do  not 
believe  that  the  Japanese  people  have  been  given  that  option  due 
to  protectionist  barriers. 

Just  as  there  is  a  split  in  Congress  on  trade  policy,  there  also  ap- 
pears to  be  one  in  the  administration.  The  results  from  Tokyo  ap- 
pear to  be  both  a  compromise  between  the  American  and  Japanese 
negotiators  and  a  compromise  among  the  factions  in  the  Clinton 
administration. 

Faced  with  the  possibility  of  an  American  Grovernment  commit- 
ted to  state-managed  trade,  the  Japanese  Government  now  appears 
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committed  to  more  free  trade.  I  hope  that  the  deadlock  in  the  ad- 
ministration will  likewise  break  toward  the  direction  of  free  trade. 

For  those  who  may  be  gun  shy  over  free  trade  because  of  the  con- 
troversies surrounding  the  North  American  Free  Trade  Agreement, 
I  would  point  out  that  Japan  has  capital,  labor,  and  environmental 
conditions  which  are  strikingly  similar  to  ours.  As  a  result,  free 
trade  would  not  be  subiect  to  the  same  kinds  of  criticisms  that 
have  been  leveled  toward  NAFTA. 

The  coming  trade  negotiations,  if  based  squarely  on  free  trade 
principles,  provide  the  best  opportunitv  to  ignite  a  powerful  engine 
of  growth  in  both  countries  and  would  be  one  of  the  most  remark- 
able accomplishments  of  the  20th  century. 

Mr.  Chairman,  I  thank  you  very  much  for  the  opportunity  to  tes- 
tify here.  I  thank  you  and  members  of  this  subcommittee  again  for 
the  support  that  you  have  provided  us  for  moving  in  the  direction 
of  a  United  States-Japan  Free  Trade  Agreement,  and  I  hope  very 
much  that  it  will,  as  we  begin  with  this  bilateral  relationship  that 
we  will  be  able  to  expand  it  to  a  multilateral  agreement  which  will 
clearly  benefit  both  workers  and  consumers  worldwide. 

[The  prepared  statement  and  Wednesday  Group  study  follow:] 
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statement  of  the 
Honoredsle  David  Dreler 

before  the 

Subcommittee  on  Trade 
Committee  on  Ways  and  Means 

July  13,  1993 

Mr.  Chairman,  Members  of  the  Committee,  thank  you  for 
holding  this  important  hearing  on  trade,  commercial,  and  economic 
relations  between  the  United  States  and  Japan,  and  for  allowing 
me  to  make  a  brief  presentation. 

On  July  1,  Vice  President  Walter  Mondale,  who  was  nominated 
by  President  Clinton  to  be  our  next  Ambassador  to  Japan,  appeared 
before  the  Joint  Committee  on  the  Organization  of  Congress  to 
talk  about  Congress -Executive  Branch  relations.   I  could  not 
decide  which  is  a  more  challenging  undertaking:  correcting  the 
trade  imbalance  with  Japan  or  creating  a  congressional  reform 
package  that  can  pass  Congress.   So  I  decided  to  take  advantage 
of  the  opportunity  to  talk  trade. 

I  urged  Vice  President  Mondale  to  build  upon  the  work  of  his 
predecessor,  Mike  Mansfield,  who,  as  Ambassador  to  Japan,  called 
for  a  U.S. -Japan  free  trade  agreement  as  a  means  to  depoliticize 
trade  issues  and  improve  the  economic  relationship  between  two  of 
the  world's  largest  economic  superpowers.   I  was  extremely 
encouraged  by  his  receptiveness  to  such  a  trade  strategy,  and  I 
believe  Mr.  Mondale  will  be  a  tremendous  asset  to  the 
Administration  and  to  those  of  us  who  want  to  make  Ambassador 
Mansfield's  vision  a  reality. 

As  you  know,  Mr.  Chairman,  I  have  not  only  been  an  advocate 
of  free  trade  negotiations  with  Japan,  but  have  sponsored 
legislation  calling  on  the  Administration  to  undertake  a 
framework  agreement  with  the  Government  of  Japan  under  which  to 
initiate  negotiations  for  a  free  trade  agreement.   Also,  whenever 
I  have  had  the  pleasure  of  discussing  these  issues  with  you  and 
Mr.  Crane,  I  have  been  greatly  encouraged  by  your  commitments  to 
the  principles  of  free  trade,  and  want  to  thank  the  both  of  you 
for  your  leadership  on  this  issue. 

Our  trade  relationship  with  Japan  is  at  a  critical  juncture. 
We  are  only  days  removed  from  the  signing  of  a  potentially 
historical  trade  Framework  Agreement  between  the  United  States 
and  Japan.   Ambassador  Kantor  deserves  credit  for  coming  to  an 
agreement  in  Tokyo  that  begins  to  get  away  from  the  rhetoric  of 
managed  trade  and  retaliation,  and  instead  starts  to  focus  on 
"prning  the  Japanese  market  using  the  principles  of  j-ree  Lraae 
and  more  open  economic  integration. 

Should  the  eventual  negotiations  move  toward  the  achievement 
of  a  free  trade  agreement  between  our  two  nations,  then  this 
Framework  Agreement  may  prove  to  be  the  most  important 
achievement  of  the  summit.   Therefore,  after  this  hearing,  I  hope 
that  Ambassador  Kantor  will  take  a  message  to  the  President  that 
there  is  support  in  Congress  for  a  strong  negotiating  strategy 
based  on  free  trade. 
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Mr.  Chairman,  there  is  no  need  for  partisanship  when  we  deal 
with  trade,  because  our  whole  economic  future  depends  on  a 
dynamic  and  growing  export  sector.   I  have  consistently  applauded 
the  President  when  he  has  advocated  policies  that  I  believe  will 
benefit  our  country.   For  example,  I  have  been  a  vocal  supporter 
of  the  President's  strong  stand  in  support  of  NAFTA.   As  long  as 
the  President  pursues  a  trade  policy  with  Japan  based  on  free 
trade  and  economic  expansion,  I  will  be  equally  supportive. 

In  short,  Mr.  Chairman,  we  should  stop  trying  to  make 
America  more  like  Japan.   Managed  trade  and  specific  bilateral 
business -government  agreements  plays  right  into  Japan's  hands. 
Americans  can  compete,  and  they  do  their  best  in  the  most  open, 
free  economy.   It  makes  more  sense  to  create  an  environment  where 
American  business  can  out -compete  their  Japanese  counterparts, 
rather  than  try  to  have  our  bureaucrats  and  politicians  out- 
manage  Japan. 

The  results  from  Tokyo  provide  evidence  that  critics  of  free 
trade  with  Japan  are  wrong.   The  political  environment  in  Japan 
is  changing.   It  may  be  an  earthquake,  or  it  may  be  just  a  large 
tremor.   But  one  thing  appears  obvious:  the  political  turmoil 
there  is  caused  in  part  by  the  rigid  anti- consumer  Japanese 
economic  system.   This  provides  a  tremendous  opportunity  for  free 
trade,  because  the  Japanese  consumer  is  our  greatest  ally  in  this 
process . 

Just  as  there  is  a  split  in  Congress  on  trade  policy,  there 
also  appears  to  be  one  in  the  Administration.   The  results  from 
Tokyo  appear  to  be  both  a  compromise  between  the  American  and 
Japanese  negotiators,  and  a  compromise  among  the  factions  in  the 
Clinton  Administration.   Faced  with  the  possibility  of  an 
American  Government  committed  to  state-managed  trade,  the 
Japanese  Government  now  appears  committed  to  more  free  trade. 
Hopefully  the  deadlock  in  the  Administration  will  likewise  break 
toward  the  direction  of  free  trade. 

For  those  who  may  be  gun  shy  over  free  trade  because  of  the 
controversies  surrounding  NAFTA,  I  would  point  out  that  Japan  has 
capital,  labor,  and  environmental  conditions  strikingly  similar 
to  ours.   As  a  result,  free  trade  would  not  be  subject  to  the 
same  criticisms  that  NAFTA  has  faced. 

The  coming  trade  negotiations,  if  based  squarely  on  free 
trade  principles,  provide  the  best  opportunity  to  ignite  a 
powerful  engine  of  growth  in  both  countries,  and  would  be  one  of 
the  most  remarkable  accomplishments  of  any  20th  Century 
president.   I  have  attached  to  my  prepared  statement  an  article 
that  I  wrote  for  Policy  Review  which  elaborates  on  the  benefits 
and  tribulations  of  free  trade  negotiations.   I  also  ask 
permission  to  submit  for  the  record  a  study  by  the  House 
Wednesday  Group  which  describes  the  conditions  resulting  in  cost 
protectionism  in  the  Japanese  market. 
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Open  Sashimi 


The  Case  for  Free  Trade  uiih  Japan 


David  Dreier 


JL  he  lime  is  r  ipe  for  consuuciive  engagemeni  benvecn 
ihe  L  niied  Si.iies  and  Japan  Forlv  \ears  of  antagonisiic 
irade  relaiioiis  lia\e  failed  to  resolve  our  differences, 
which  now  threaten  to  erupt  into  a  full-scale  trade  war 
Trade  deficits,  "diiniping",  charges  of  unfair  competi- 
lion.  and  our  own  sluggish  econoins  ha\e  many  in  Con- 
gress read\  to  clamp  down  on  Japan  with  harsh.  ptiniti\e 
trade  measures. 

In  1992  the  House  passed  a  number  ofantijapan  bills, 
including  the  so-called  Trade  Lxpansion  Act,  which 
would  mandate  pimiiive  measures  against  "imfair"  trad- 
ing coiuitrics  and  single  out  rice  and  auto  parts  for  such 
action.  In  addition,  the  House  passed  the  Miscellaneous 
Tariffs  .\ct.  which  would  arbitrarih  increase  the  tariff  on 
Japanese  minivans  from  2.5  percent  to  25  percent, 
despite  the  fact  that  U.S.  manufacturers  command  o\er 
88  percent  of  the  L.S.  mini\tin  market  Fortunatelv.  the 
threat  of  presidential  vetoes  stalled  Senate  action.  But 
now  that  President  Clinton  is  settled  into  the  White 
House,  it  is  likeh  that  the  House  and  Senate  will  take 
these  measures  up  again  this  vear. 

Meanwhile.  Japan  hasjust  announced  its  highest-ever 
trade  surplus  w  ith  the  United  States — S-14  billion  in  1992. 
Even  though  this  surplus  rose  because  of  a  slowdown  in 
Japan's  own  econonn.  the  announcement  is  sure  to  fan 
protectionist  flames  in  the  U.S.  Congress. 

Instead  of  hiding  behind  the  high  walls  of  protec- 
tionism and  fear,  we  should  focus  on  lowering  Japan's 
trade  bai  riers  so  that  .American  companies  can  compete 
more  freelv.  The  best  wa\  to  achieve  this  objective  is  to 
negotiate  a  comprehensive  free-trade  agreement  with 
Japan. 

NAFTA's  New  BaU  Game 

This  idea  is  not  new.  In  1987.  then-US.  .\mbassador 
to  Japan  Mike  .Mansfield  called  for  a  free-trade  agree- 
ment with  Japan,  suggesting  that  "The  L  S.  should  switch 
from  approaches  which  politicize  trade  issues,  exacer- 
bate friction,  raise  emotional  stakes,  erode  public  sup- 
port here  for  .American  objectives,  and  risk  undermining 
both  countries'  commiiinent  to  the  alliance."  The  .\nf 
York  Timfi  called  his  proposal  "an  idea  searching  for  its 
liiTie  to  coine."  Critics,  however,  said  that  the  Japanese 


had  no  reason  to  cooperate,  and  would  agree  to  trade 
libeialiiation  onlv  in  pnnciple.  not  in  practice. 

Global  trade  dsnamicswill  change  dramaticallv.  how- 
eVer.  if  Congress  approves  the  North  American  Free 
Trade  .Agreement  (N.\FT,-\).  With  the  advent  of  regional 
trading  blocs  like  N.AFT.A  and  the  European  Communirv . 
the  Japanese  are  worried  that  thev  will  be  edged  out  of 
world  markets  N.AFTA  would  not  only  make  U.S. 
producLs  more  competitive,  it  would  also  exclude  manv 
Japanese  products  with  tough  rules  of  origin  and  other 
agreements  that  favor  products  from  North  .America.  To 
presene  its  access  to  its  most  important  export  market, 
Japan  would  have  a  strong  incentive  to  negotiate  a  com- 
prehensive trade  agreement  with  the  United  States  and 
to  implement  it  in  good  faith. 

Benefits  to  U.S.  Elxporters 

,\nierican  industries  also  have  strong  incentives  to 
support  a  free-trade  agreement  with  Japan.  Manv 
.American  industries  stand  to  make  significant  gains  from 
increased  market  access  in  Japan  .Agriculture,  textile, 
lumber,  paper,  printing  and  publishing,  coal,  transpor- 
tation, and  telecommunications  industries,  among 
others,  would  benefit  greatly  by  lifting  the  artificial  bar- 
riers that  block  their  entry  into  the  Japanese  market. 

For  example,  Japan  is  alreadv  the  largest  export 
market  for  U.S.  agricultural  and  forest  products,  with 
combined  sales  of  S10  3  billion  in  1991.  There  is  vast 
potential  to  increase  these  numbers  in  an  open  market. 
Japan  is  the  largest  international  purchaser  of  forest 
products  from  Washington  and  Oregon.  .According  to 
industry  experts,  these  states  will  benefit  even  more  as 
Japan  surts  building  more  western-style  houses,  and  as 
the  forest  products  industry  begins  to  cater  more  to 
Japanese  consumer  needs.  Even  pre-fabricaied  log  cabins 
from  the  United  States  are  beginning  to  catch  on  in 
Japan! 

■American  farmers  also  will  reap  the  benefits  if  Japan 

David  DrtIER,  a  congressmnn  Jmm  California,  n  Ihe  ranking 
Rfpublican  mmbn  on  ihr  SiibcommilU-e  on  Ruin  oflhf  House, 
which  has  jurisdiction  oi'er  expediUd  trade  legishlion. 


Policv  Review 
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GRAND  OPENINOI 

*7"/K     ^-yiZ-V^''    h^*t^y^        KASHIHARA JAPAN 


OF  PARAMUS,  NEW  JERSEY  U.S.A. 


A  free-trade  agreement  would  make  it  easier  for  U.S.  retailers  to  opea  stores  and  sell  American  products  in  Japstn. 


lifts  its  iinport  restrictions  on  certain  agricultural 
products,  including  rice,  vegetables,  eggs,  chicken,  pork, 
milk,  and  other  dain  products.  Japan  currentlv  imports 
o\er  bO  percent  of  its  food  products,  and  .American 
farmers  could  secure  an  even  larger  share  of  the  Japanese 
market  if  import  restrictions  and  high  tariffs  were 
eliminated. 

Ai  a  time  when  .\jneiican  industries  are  suffering  from 
an  anemic  economv,  the\  would  secure  big  dividends  by 
increasing  exports  to  Japan.  The  alternative  approach  to 
a  free-trade  agreement — imposing  retaliatory  measures 
on  Japan — would  do  nothing  to  increase  exports,  but 
rather  would  risk  closing  the  door  to  trade  with  Japan 
altogether 

Bipartisan  Congressional  Support 

President  Clinton  siiinds  at  a  crossroads  on  trade 
issues.  Given  his  support  for  the  principles  of  free  trade 
during  the  campaign,  Mr  Clinton  could  solve  many  of 
our  nation's  economic  problems  by  breaking  down  the 
barriers  to  American  exports  Or,  he  could  succumb  to 
the  immense  pressure  of  his  party's  dominant  special 
interests,  which  have  an  aversion  to  free  trade  and  open 
markets  Oin  new  president  has  given  lukewarm  support 
to  NA5TA.  However,  Mr.  Clinton  should  be  receptive  to 
the  idea  of  proposing  a  free-trade  agreement  with  Japan, 
especially  since  such  an  agreement  would  entail  none  of 
his  N.^iT.\-related  concerns  about  the  environment  or 
competition  from  low-wage  labor  Japan's  environmental 
regulations  are  as  tough  as  or  tougher  than  those  in  the 
United  States,  while  wage  and  benefit  levels  are  com- 
parable to  the  leading  indusuial  nations. 


In  addition.  President  Clinton  would  find  bipartisan 
congressional  support  for  a  U.S.-Japan  free-trade  agree- 
ment. Since  .\mbass,idor  Mansfield's  call  for  free  trade, 
several  members  of  Congress,  including  Sam  Gibbons, 
Phil  Crane,  Jim  Kolbe,  and  I  have  supported  legislation 
to  begin  free-trade  negotiations.  Others  have  spoken  in 
favor  of  a  free-trade  agreement  with  Japan,  includingjim 
Traficant  and  Doug  .Applegate,  both  Ohio  Democrats 
who  lake  a  tough  line  on  trade  with  Japan. 

Congressman  Traficant  said  that  while  he  objects  to 
free  trade  with  Mexico,  he  'Vould  advise  Congress  to  ... 
look  to  a  free-trade  agreement  with  Japan."  ,\pplegate 
said  that  a  free-trade  agreement  with  Japan  would  "open 
up  the  Japanese  ports  of  entrv  to  .\merican  productivity 
...  [and]  eliminate  discriminatorv-  practices  which  the 
Japanese  practice  against  US.  products."  In  addition, 
there  are  many  other  free-traders  in  Congress  who  would 
support  such  a  proposal  given  a  strong  show  of  leader- 
ship from  the  president 

Enormous  Market  to  Tap 

A  free-trade  agreement  would  give  the  United  Slates 
access  to  a  largely  untapped  market  of  over  124  million 
Japanese  consumers.  Despite  having  the  second-largest 
market  economy  in  the  world, Japanese  private  consumf>- 
tion  ranks  near  the  bottom  in  ihe  industrialized  world. 
In  fact,  according  to  a  1991  Organization  for  Economic 
Cooperation  and  Development  (OECD)  survey,  Japan 
spends  only  8  percent  of  its  total  gross  national  product 
on  imports,  far  below  ihe  19  percent  average  among 
major  OECD  countries.  For  years,  the  Japanese  have 
artificially  suppressed  their  market  with  stringent  restric- 
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America  and  Japan  are  headed  toward  a  trade  »"ar  that  would  not  serve  the  interests  of  either  economy. 


tions  on  imports  The  resuhing  high  prices  have  hurt 
Japanese  consumers  and  dampened  demand  for  im- 
ported  products.  These  import  restrictions  would  be  a 
prime  target  of  a  US -Japan  free-trade  agreement. 

For  example.  Japan's  Food  and  Conttol  ,^ct  was 
created  during  a  period  of  wartime  scarcity  and  con- 
tinues to  monopolize  all  aspects  of  agncultural  produc- 
tion, marketing,  and  trade  Japan's  Food  .Agencv  buys 
imported  products  ai  market  pnces  and  then  resells 
them  at  much  higher  domestic  prices  Lifung  these 
controls  would  be  a  boon  for  .\merican  agricultural 
exporters,  not  to  mention  Japanese  consumers,  who  pav 
notoriousiv  high  prices  for  their  food 

Such  a  change  would  also  benefit  an  important  con- 
stituency for  Bill  Clinion  Arkansas  rice  farmers.  Japan 
maintains  an  almost  total  prohibition  on  rice  imports, 
and  Japanese  rice  farmers  receive  extremely  high  price 
supports  from  the  government.  If  the  Japanese  nce 


Japan's  environmental 
regulations  are  as  tough  or 
tougher  than  those  in  the 
United  States. 


market  were  liberalized,  L'  S.  industrv  experts  estimate 
that  U.S.  rice  exports  could  increase  to  as  mtich  as  $6.50 
million  a  year.  Thei  e  also  is  evidence  that  public  opinion 
in  Japan  is  more  open  to  rice  liberali/ation  than  one 
might  assume.  A  1990  survey  in  a  Japanese  business 
newspaper  indicated  that  70  percent  of  the  Japanese 
public  favored  opening  their  rice  market  to  imports. 


T)Taniiy  of  the  Status  Quota 

Opponents  argue  that  free  trade  will  not  increase 
market  access  for  the  L'niicd  Stales  since,  on  paper  at 
least,  Japan  alread\  has  some  of  the  lowest  trade  barriers 
in  the  world  Indeed,  a  L'S. -Japan  free-trade  agreement 
should  be  imlike  most  traditional  trade  agreements. 
i\hich  focus  primarih  on  tariff  reductions.  Japan  now 
has  the  lowest  tariff  level  of  all  the  OECD  countries — 
Japan's  a\crage  tariff  rate  on  industrial  products  is  only 
2  percent. 

However,  high  tariffs  remain  on  manv  products  im- 
portant to  L'S.  producers,  including  petrochemical 
products.  aliMninum  products,  paper,  and  agricultural 
products.  In  .addition,  Japanese  import  quot.is  continue 
to  limit  .American  agricultural  products,  including  wheat, 
rice,  barley,  and  peanuts.  U.S.  leather  products  and 
foor\\ear  also  continue  to  face  stibsiantial  barriers, 
despite  Japanese  efforts  to  modiS  their  import  quotas 
and  restrictions.  Established  exporters  lend  to  receive 
the  lion's  share  of  import  quotas,  making  it  extremely 
difficult  for  American  comp<inies  to  obtain  import  quota 
shares  on  new  products.  Import  quouis  and  remaining 
tariffs  arc  significant  barriers  that  would  be  lifted  under 
a  free-trade  agreement. 

Others  argtie  that  a  free-trade  agreement  is  unneces- 
sary given  the  presence  of  the  General  .\greemeni  on 
Tariffs  and  Trade  (C.\TT)  and  the  Structural  Impedi- 
ments Initiative  (SII)  A  free-trade  agreement  with  Japan 
would  not  override  these  agreements,  but  would  con- 
tribute to  the  overall  goal  of  liberalizing  world  trade  and 
opening  markets  to  U.S.  products.  Unlike  C.\TT.  a  free- 
trade  agreement  would  address  specific  concerns  that 
the  United  Slates  has  vMih  Japan,  and  our  unique 
relationship  with  that  country.  A  free-trade  agreement 
would  address  Japan's  opaque  and  informal  decision- 
making process,  labyrinihine  distribution  system, 
regulatory  requirements,  patent  infringement,  and  lax 
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American  farmers,  such  as  these  rice  growers  in  Texas,  would  benefit  enormously  from 
a  lifting  of  Japanese  import  restrictions. 


anlitrusl  enforcement,  all  banicrs  to  US.  evporls 

Free-trade  ncgoiiaiions  also  can  give  higher  public 
usibilily  lo  non-urifT  barriers  to  trade.  L'nlike  the  SII. 
which  has  become  mired  in  technical  details,  such  as 
how  much  public  investment  and  how  man\  sidewalks 
Japan  should  ha\e.  a  free-trade  agrcenieni  offers  a  more 
comprehensive  formal  that  would  attract  more  altention 
from  the  general  public.  .\s  a  result,  both  countries 
would  feci  more  piessure  from  the  public  to  negotiate 
a  successful  agiecment,  and  both  couiurics  would  have 
the  opponunitv  to  resolve  their  most  pressing  trade 
problems.  Olhcnvise.  the  United  Stales  is  left  with  only 
pimiti\e  action,  which  will  not  further  our  interests. 

Are  Keiretsu  a  Barrier? 

Some  opponents  argue  that  cultural  differences  are 
insurmountable  barriers  lo  free  trade  with  Japan.  There 
is  no  doubt  that  cviliural  and  langviage  differences  make 
it  more  difficult  for  L'.S  companies  to  do  business  in 
Japan  However,  cultural  barriers  to  trade  are  not  insur- 
mountable For  example,  keiretsu  arrangements,  consist- 
ing of  interlocking  industrial,  financial,  and  trading 
companies,  exclude  outsiders  and  stifie  competition. 
Kriteisu  have  often  been  ciied  as  one  of  the  impenetrable 
cultural  barriers  to  US   investment  and  trade  in  Japan. 

A  recent  survevof  senior  executives  of  U.S.  companies 
in  Japan  was  conducted  bv  the  \T.  Kearney  Company 
for  the  ,\merican  Chamber  of  Commerce  in  Japan 
(.-KCCJ).  it  found  that,  while  47  percent  said  that  ketrelsu 
restricted  their  ability  to  do  business  in  Japan,  32  percent 
said  that  lu^relsu  h.id  a  positive  effect  on  their  business 
with  Japan.  With  a  little  hard  work,  American  businesses 
can  break  into  these  closed  relationships.  IBM,  Coca- 


Cola,  .\mway,  Hewlett-Packard,  and  dozens  of  other 
.\merican  companies  have  succeeded  in  Japan,  despite 
the  many  cultural  barriers  blocking  their  path.  A  free- 
trade  agreement  would  require  Japan  to  hold  knretsu 
members  accountable  for  anti<ompetitive  activities  that 
violate  Japan's  antitrust  laws.  Japan  h.is  been  under  fire 
for  \ears  for  not  enforcing  its  antitrust  laws,  and  this 
would  be  a  major  focus  of  a  free-trade  agreement. 

There  also  are  manv  tangible,  non<ultural  barriers 
that  can  be  identified  and  addressed  successfully  in  a 
free-trade  format.  For  example,  a  free-trade  agreeineni 
would  focus  on  the  many  building  restrictions  in  Japan 
that  keep  new  businesses  from  entering  the  market  in 
major  cities  like  Tokyo.  The  ACCJ-Kearney  study  found 
that  55  percent  of  American  businesses  in  Japan  said  that 
the  high  cost  of  doing  business  in  Japan  is  the  greatest 
impediment  to  market  access.  Only  22  percent  cited 
non-tariff  barriers  such  as  knrelsu.  The  high  price  of  land 
is  by  far  the  biggest  factor  incre.ising  costs  to  new  busi- 
nesses. Although  land  costs  have  peaked  since  their 
height  in  the  late  1980s,  the  average  cost  of  land  in  Japan 
is  still  the  highest  among  OECD  countries.  A  recent 
survey  cited  in  an  upcoming  House  Wednesday  Group 
report  found  that  the  average  cost  for  a  square  meter  of 
land  in  downtown  Tokyo  is  $6,000,  while  a  comparable 
plot  of  land  in  Los  Angeles  costs  an  average  of  $108. 

Restrictions  on  Retailers 

While  the  continuing  depreciation  of  the  dollar  con- 
tributes lo  ihe  high  cost  of  land  for  Americans,  Japanese 
governmenl  restrictions  are  a  major  factor.  The  Japanese 
government  encourages  individuals  lo  hold  on  to  their 
land  with  low  property  taxes  and  relatively  high  capital 


45 


n  1/ 


NVTialever  ihe  cultural  differences  between  the  t>%o 

countries,  Japanese  consumers  love 

American  goods  and  services. 

gains  taxes  on  the  sale  of  land  In  addition,  with  \irtiiallv 
no  proper5  taxes  on  farmland  and  high  agricultural 
subsidies,  many  gentleman  farmers  prefer  to  keep  their 
land  instead  of  selling  it  for  development. 

The  Japanese  government's  taxation  and  zoning 
policies  have  stunted  the  growth  of  business  in  Japan. 
The  average  buildljig  height  in  Tokyo  is  only  2  7  stories 
tall,  much  lovser  than  in  most  of  the  vvorld's  metropolitan 
areas  Earthquakes  arc  not  the  reason  for  the  lack  of  tall 
buildings — tall  buildings  frequentlv  offer  more  structural 
support  than  sinall  buildings  during  an  earthquake. 
Rather,  local  "sunshine  laws"  and  other  zoning  restric- 
tions limit  the  height  of  buildings.  A  free-trade  agree- 
ment could  work  to  remove  these  restrictions  so  that 
American  firms  have  room  to  set  up  business  in  Japan. 

The  "think-smair  mentalit)  In  Japan  also  affects  the 
distribution  system,  which  needs  a  major  overhaul 
Japan's  l^rge  Scale  Retail  Store  Law  has  restricted  the 
establishment  of  large  retail  stores  in  favor  of  small 
mom-and-pop  stores  that  are  limited  in  their  selection 
of  goods  In  order  to  set  up  a  large  retail  store,  or  to 
expand  the  floor  space  of  existing  stores,  owners  must 
obtain  approval  from  a  local  council.  Small  store  owners 
on  the  council  often  Impede  competition  by  blocking 
large  stores  from  moving  into  the  area. 

Large  ,\merican  stores,  such  as  Toys  "R"  L's.  have  had 
considerable  difTiculty  setting  up  shop  in  Jap.tn.  Japan 
recently  shortened  the  large-store  application  process  to 


no  more  than  one  year,  a  considerable  improvement 
considering  that  many  applications  were  stalled  for  10 
vears  or  more.  After  much  efTort,  To>^  "R"  L's  rinally 
opened  Its  doors  outside  Tokyo,  and  plans  to  open  more 
stores  acrossjapan  A  free-trade  agreement  could  reduce 
the  waiting  time  for  large  store  applications  even  more, 
and  pursue  any  additional  steps  necessary  to  make  large 
retail  stores  more  accessible.  If  allowed  into  Japan.  U.S. 
retailers  would  stock  many  L'  S.-made  products  that  they 
stock  In  their  stores  at  home. 

Two-Way  Street 

Free-trade  negotiations  should  also  focus  on  the  many 
unwritten  niles  that  shape  Japan's  trading  svstcm.  They 
include:  unnecessai-\  testing  standards,  licensing  proce- 
dures, and  ccrllficalion  requirements;  restrictions  on 
direct  foreign  Investment;  and  government  subsidies  Ip 
mduslries  that  give  Japanese  products  an  unfair  ad- 
vantage Japan's  trade  bureaucracy  operates  largely  be- 
hind closed  doors,  and  procedures  and  standards  are 
seldom  publicized.  This  leads  to  an  Informal  nile-making 
process,  which  often  gives  Japanese  bureaucrats  enor- 
mous control  over  whether  to  allow  an  .\jiierican  product 
Into  the  country.  These  are  all  complex  Issues  that  will 
not  be  solved  overnight,  but  In  the  context  of  a  free-trade 
negotiations,  significant  progress  can  be  made. 

Critics  also  argue  that  a  free-trade  agreement  with 
Japan  would  be  eniirclv  one-sided,  because  the  United 
States  has  nothing  to  concede.  Vet.  despite  our  liberal 
Investment  laws  and  relatively  open  market,  the  United 
States  maintains  a  number  of  protectionist  policies  that 
impede  free  trade,  .\merica  does  not  have  an  unfettered 
market  bv  any  means,  .\reas  of  concern  for  the  Japanese 
include  U.S.  dumping  laws,  "volunlarv"  restraint  agree- 
ments, agriculture  subsidies,  arcane  and  duplicative 
banking  regulations.  Import  quotas  and  tariffs,  punitive 
trade  measures,  and  the  number  of  government  agencies 
with  overlapping  junsdiction  over  trade  negotiations. 

A  free-trade  agreement  undoubtedly  would  require 
the  United  States  to  reduce  tariffs  on  Japanese  products 
significantly,  or  perhaps  eliminate  them  altogether. 
During  recent  C.^TT  negotiations,  the  United  States 
agreed  to  reduce  Its  current  5.5  average  tariff  on  mining 
and  industrial  items  to  3.5  percent  However,  U.S.  tariffs 
on  a  number  of  Items  remain  extremely  high.  Including 
wool  fabric  (42  percent  maximum),  footwear  (48  percent 
maximum),  and  glassware  (38  percent  m.xximum). 

Also  of  significant  concern  for  the  Japanese  are  U.S. 
anti-dumping  measures,  which  place  the  burden  of  proof 
on  the  accused  corporation  and  ensure  that  once  in 
place,  dumping  orders  are  viriuallv  impossible  to 
eliminate.  There  is  no  "sunset  clause"  for  dumping  or- 
ders. Congress  origlnallv  required  that  the  Department 
of  Commerce  review  each  dumping  order  annually,  but 
this  requirement  was  later  repealed.  Some  dumping 
orders  have  been  in  place  for  a  decade  or  more.  A  large 
proportion  of  dumping  cases  were  determined  on  a  "best 
Information  available"  basis  If  the  accused  firm  does  not 
respond  In  time  to  the  charge  of  dumping,  the  informa- 
tion provided  by  the  petitioner  Is  usuallv  used.  This 
happens  all  too  frequcnUv  when  language  barriers  get 
in  the  way,  or  when  a  foreign  firm  does  not  wish  to  make 
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its  Irndcst-crels  public  Ariii-diiinpiiig  l.i\\sappl\  .iibiii.in 
sl.iiulards  in  dciitiiiminn  ilu-  'f.iir'  putt-  for  a  pn>diiri. 
and  ofun  fail  lo  lousidii  fluciiiaiioiis  in  exchange  raus. 
dilTcTciiccs  Ml  AiiuTHjii  and  fi)jei^;ii  prodiicLs.  or  ihc 
impact  dumping  ordcis  mil  ha\e  on  consumers. 

New  Ways  lo  Handle  Disputes 

One  of  (he  L'  S.  trade  policies  niosl  objeciionable  lo 
the  Japanese  is  Section  301  aclion  authorized  b\  the 
Trade  Act  of  1974  Section  301  allows  the  U.S.  Tiadc 
Representative  (L  STR)  to  determine  whether  to  pursue 
aciion  against  foreign  governments  that  practice  "unfair" 
trade  The  L'STR  mav  inciease  duties  or  other  restnc- 
lions  on  imports  of  goods  and  services  froin  the  offend- 
ing couniiT.  Thejapanese  believe  that  Section  301  action 
violates  the  General  Agreement  on  Tariffs  and  Trade 
(GATT),  which  prohibits  unilateral  retaliation  against 
unfair  trade. 

The  Trade  Expansion  .\ct,  passed  bv  the  House  in 
1992.  would  have  reauthorized  the  expired  provisions  of 
"Super"  301  action.  But  the  bill  would  have  gone  a  step 
further  than  Section  301  bv  requinng  the  LSTR  to 
develop  a  hit  list  of  unfair  traders  and  pursue  harsh, 
reuliatorv  measures,  including  steep  tariff  hikes  on  im- 
ports from  those  countries.  Measures  such  as  this  onlv 
serve  to  increase  tensions  between  the  rivo  countries,  and 
should  be  used  onlv  as  a  last  resort.  With  a  free-trade 
agreement,  such  action  vvould  be  unnecessarv  because 


all  disputes  would  be  handled  under  the  aegis  of  the 
n.ide  aguement.  or  through  an  agreed-upon  dispute 
resoluiion  mechanism. 

\t)lunt.iix  Restraint  .\giecmenis  (Mi-Xs)  are  another 
ban  lei  to  trade  that  thejapanese  would  like  lo  eliminate. 
N'RXs  currentiv  restrict  exports  of  Jap.inesc  passenger 
cars  to  I  65  million  a  vear.  In  addition.  Japan  placed 
\'R.\s  on  machine  tools  and  steel  after  much  insistence 
bv  the  Lulled  States.  Big-Thrce  automakers  .and  union 
officials  h.ive  alreadv  met  with  President  Clinton  and 
\'ice  President  M  Gore  to  urge  them  to  lower  the  "volun- 
tarv"  quotas  for  antes  even  further.  Like  other  protec- 
tionist measures,  X'R.^s  distort  the  market  and  increase 
costs  for  consumers  in  order  to  prop  up  weak  and 
mcfllcient  industries.  These  industries  become  weaker 
as  a  result,  and  demand  even  more  government  protec- 
tion, spawning  a  vicious  and  unproductive  cycle. 

Forging  a  bipartisan  consensus  for  free  trade  with 
Japan  would  be  one  of  the  most  remarkable  accomplish- 
ments of  anv  20th-centurv  president.  .\  free-trade  agiee- 
ment  would  provide  a  format  lo  negotiate  a 
comprehensive  solution  to  our  trade  disputes  with  Japan, 
and  it  would  create  jobs  for  .\mericans.  .\s  the  engine  of 
modern  economic  growth,  exports  are  crucial  lo  creating 
jobs  and  improving  the  economy.  .•\  free-trade  agreement 
with  Japan  would  also  fit  in  well  vvith  Mr.  Clinton's 
campaign  theme.  "It's  the  economy,  stiipidl"  Let's  hope 
thai  Mr  Clinton  listens  to  that  clarion  call.  Z 
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EXECUTIVE  SUMMARY 


In  Beyond  Revisionism,  we  present  a  new  framework  for  assessing  US-Japan  relations 
and  outline  a  trade  strategy  that,  if  implemented,  could  dramatically  improve  prospects 
for  American  business  \n  Japan.  Our  findings  and  policy  recommendations  are  based 
on  over  two  and  a  half  years  of  research  on  American  companies  operating  in  Japan. 
Under  the  supervision  of  the  non-partisan  Congressional  Research  Service,  in  1991-92 
we  formally  surveyed  over  280  large  American  firms  with  Japanese  operations. 
Furthermore,  we  did  extensive  background  research,  using  Japanese  as  well  as  English 
language  materials,  and  conducted  a  multitude  of  interviews  with  businessmen  and 
government  officials  in  America  and  Japan.  Our  goal  was  to  understand  what  prevents 
so  many  internationally  competitive  American  companies  from  penetrating  the  Japanese 
market  to  the  extent  they  have  elsewhere.  Particularly,  we  wished  to  test  the  so-called 
"revisionist  explanation"  of  the  Japanese  economic  system  that  has  gained  a  great  deal 
of  support  in  academia,  industry  and  government  over  the  last  few  years. 

Proponents  of  revisionism  assert  that,  in  contrast  to  the  open-market  capitalism  of  the  US 
and  other  Western  nations,  the  Japanese  practice  "insider  capitalism"  in  which  the  "visible 
hands"  of  personal-relationships  between  business  executives  and  government  officials 
determine  who  wins  or  loses,  not  the  invisible  hand  of  the  free  market.  In  order  to 
succeed  in  Japan,  a  company  has  to  be  an  insider.  However,  as  the  revisionists  tell  it, 
foreigners  are  systematically  barred  from  gaining  such  status.  Thus,  even  in  the  face  of 
apparent  market  liberalization,  the  Japanese  can  fall  back  on  their  unique  system  of 
collusive  relationships  (embodied  most  obviously  by  the  keiretsu  corporate  groups)  to 
exclude  foreigners.  The  net  effect  is  a  radical  imbalance  in  economic  relations  between 
the  US  and  Japan.  Although  Japanese  companies  receive  free  trade  access  in  the  US, 
American  firms  are  covertly  prevented  from  getting  their  fair  share  of  the  lucrative 
Japanese  domestic  market.  To  remedy  the  perceived  situation,  revisionists  propose  that 
the  US  government  "contain"  the  activities  of  Japanese  companies  in  the  US  and 
"strategically  manage"  American  industry  into  succeeding  in  Japan  by  creating 
overarching  market  share  agreements. 


OUR  RESEARCH  FINDINGS 

The  Revisionists  are  Right:  Japanese  Capitalism  is  Different 

•  Our  research  indicates  that  the  Japanese  capitalist  system  differs  significantly  from 
that  of  the  US  and  most  other  OECD  nations  -  ideologically,  structurally  and 
behaviorally.  The  insider  relationships  -  between  companies  within  industry  and 
between  industry  and  the  government  ~  that  characterize  the  system  can  make 
it  very  difficult  for  "outsider"  firms  to  succeed,  even  if  these  outsiders  are  Japanese. 
In  this  regard,  over  77%  of  executives  surveyed  by  the  Wednesday  Group 
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identified  culture  as  "more  of  a  barrier  to  competing  successfully  in  Japan  than  in 
other  advanced  industrialized  nations." 

The  Revisionists  are  Wrong:   Foreign  Hmns  Can  "Deal  with  Difference:" 

•  Contrary  to  revisionist  thinking,  "insider  capitalism"  is  a  game  that  non-Japanese 
can  and  do  play.  Over  30%  of  the  companies  surveyed  by  the  Wednesday  Group 
do  what  the  "conventional  wisdom"  says  is  impossible  ~  they  actively  and 
successfully  operate  in  Japan  as  insiders.  For  example:  they  lobby  and  influence 
the  Japanese  government  on  policy-making  and  implementation;  they  routinely 
exchange  information  with  the  bureaucracy  on  business  developments;  they 
participate  actively  in  Japanese  trade  associations;  and  they  build  long-term 
supplier  relationships  and  strategic  alliances  with  their  /ce/refsu-affiliated 
competitors. 

•  Nevertheless,  many  other  American  and  other  foreign  corporations  continue  to  do 
poorly  in  Japan  or  have  chosen  simply  to  stay  away  from  the  market.  We  find  that 
to  some  degree  this  lack  of  success  is  due  to  their  failure  to  face  up  to  the 
exigencies  of  the  business  environment.  For  example,  far  too  many  US  companies 
in  Japan  have  little  or  no  contact  with  the  business  and  political  establishments. 
This  hampers  their  efforts  to  position  their  products  effectively  within  the 
marketplace. 

Extraordinarily  High  Costs  Hold  Back  Foreign  Business  in  Japan: 

•  For  a  foreign  company  to  address  the  Japanese  "insider  network."  it  must  maintain 
a  large  operational  platform  in  Japan.  A  distant  arms-length  approach  to  trading 
rarely  suffices  in  the  arm-in-arm  Japanese  economic  system.  However,  even  for 
the  largest,  most  financially  endowed  American  companies,  extremely  high  costs 
make  the  investments  needed  to  establish  and  maintain  import  facilitating 
infrastructure  in  Japan  very  hard  to  rationalize. 

•  Rapidly  escalating  costs  -  magnified  by  the  marked  increase  in  the  valuation  of 
the  Yen  versus  the  dollar  -  have  obviated  many  of  the  expected  benefits  that 
liberalization  in  the  1980s  was  supposed  to  provide  for  American  companies 
operating  in  Japan.  In  a  1991  American  Chamber  of  Commerce  in  Japan  (ACCJ) 
survey  of  the  environment  for  trade  and  investment,  65%  of  executives  identified 
the  high  cost  of  fixed  and  operational  investment  as  the  greatest  impediment  to 
market  access  in  Japan.  OECD  statistics  similarly  show  that  in  almost  all  regards, 
Japan  is  the  most  expensive  country  in  which  a  foreign  company  can  do  business. 

•  While  costs  increased  in  other  major  US  markets  in  the  1980s,  American 
companies  have  long  been  able  to  invest  freely  in  these  markets  and  could 
therefore  develop  their  operations  when  the  dollar  was  strong  and  local  costs 
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relatively  cheap.  In  Japan,  a  mix  of  high  tariffs,  overt  capital  controls,  bureaucratic 
interference  and  cross-shareholding  among  companies  made  foreign  investment 
extremely  difficult  ~  if  not  impossible  -  for  most  companies  until  the  early  1 980s. 
Then  in  the  middle  of  the  decade,  when  liberalization  finally  began  to  take  effect, 
the  costs  of  investment  in  Japan  '^went  through  the  roof."  This  was  the  age  of  the 
so  called  "bubble  economy."  Ironically,  the  bubble  served  to  protect  the  home 
market  from  foreign  infiltration  almost  as  effectively  as  the  previous  regime  of 
formal  protectionism. 

The  costs  of  real  estate  investment  in  Japan  tripled  in  the  1980s.  By  1989, 
the  total  value  of  land  in  Japan  exceeded  the  net  worth  of  the  United  States 
by  4.5  times,  despite  Japan  being  only  1/20th  as  large  as  the  US! 

The  Nikkei  stock  market  index  more  than  tripled  between  1 985  and  1 989. 

•  Because  of  high  costs  and  a  long  history  of  formal  protectionism,  Japan  has  the 
lowest  level  of  per  capita  foreian  direct  investment  and  foreian  corporate 
participation  in  the  industrialized  world,  despite  having  the  world's  second  largest 
economy. 

A  few  statistics  illustrate  the  impact  of  high  costs  in  Japan  on  normal 
corporate  investment  behavior.  Direct  investment  by  foreign  interests  (FDI) 
in  Japan  as  of  1991  (the  most  recent  complete  statistics)  was  by  far  the 
lowest  among  OECD  nations:  $97  per  capita  --  by  comparison,  Germany 
has  almost  $1700  of  FDI  per  capita;  the  US  over  $1600;  and  England,  more 
than  $4,000.  Moreover,  given  the  exaggerated  costs  of  doing  business  in 
Japan,  $97  represents  even  less  than  it  appears.  Foreigners  control  less 
than  1%  of  corporate  assets  in  Japan  and  foreign  affiliated  companies 
account  for  only  1 .2%  of  all  sales  in  the  economy. 

The  Japanese  Practice  De  Facto  •Cost  Protectionism:" 

•  Even  though  the  "bubble  economy"  has  burst,  Japan  remains  an  extraordinarily 
expensive  nation  in  which  to  invest,  operate  or  live.  Today,  a  "bubble  within  the 
bubble"  continues  to  keep  foreign  investment  and  trade  minimal.  The  main  reason 
that  costs  remain  so  high  is  that  the  Japanese  government  continues  to  regulate 
land  and  financial  markets  in  a  pervasive  manner.  Until  these  policies  are 
changed,  we  believe  that  we  are  justified  in  our  concerns  that  Japan  practices 
"cost  protectionism." 

--  Regulation  in  property  markets  is  so  extreme  that  despite  being  in  scarce 
supply,  land  in  Japan's  urban  areas  is  amazingly  under-utilized.  In  fact,  the 
average  height  of  buildings  in  Tokyo  is  less  than  three  stories  tall. 
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The  Japanese  Trade  Surplus  and  Cost  Protectionism: 

Japan's  massive  trade  surplus  is  also  connected  to  its  cost  protectionist  policies. 
Because  of  the  artificially  created  shortage  of  available  affordable  property,  the 
Japanese  save  money  at  an  extraordinary  rate.  (We  argue  that  it  is  much  less  the 
"spirit  of  frugality"  than  the  lack  of  affordable  opportunities  to  buy  a  new  or  improve 
an  existing  house  that  accounts  for  the  Japanese  penchant  to  save.)  A  high 
aggregate  savings  rate,  as  economists  explain,  detracts  from  overall  consumption 
and  increases  the  capital  available  for  investment.  Both  of  these  factors  help  to 
explain  the  size  and  persistence  of  Japan's  export  surplus  with  the  world. 

If  the  Japanese  were  to  save  less,  they  would  consume  more; 
consequently,  there  would  be  a  greater  demand  for  imports  (which  are 
more  demand-elastic  than  domestically-produced  products). 

Also,  if  the  potential  existed  in  Japan  to  invest  rationally  in  real  estate 
development,  capital  currently  being  put  into  expanding  export-oriented 
plant  and  equipment  capacity  ~  already  in  obvious  excess  -  could  be 
employed  to  develop  Japan's  scarce  land  resources. 

The  effects  of  ending  cost  protectionism  would  be  multifarious  -  benefitting 
the  Japanese  consumer  and  foreign  producers,  as  well  as  Japan's  image 
in  the  world  as  a  "fair-trading  nation." 

Business  Will  Determine  the  Future  of  the  US-Japan  Relationship: 

We  conclude  that  the  future  of  the  US-Japan  relationship  is  largely  dependent  on 
the  future  of  American  business  in  Japan.  The  Cold  War  is  over  and  long- 
neglected  economic  issues  have  come  to  the  fore. 

The  low  level  of  direct  participation  by  US  firms  in  the  Japanese  economy 
not  only  increases  the  difficulty  of  balancing  the  economic  relationship,  but 
also  threatens  to  diminish  the  faith  that  Americans  have  in  Japan  as  a 
partner  in  constructing  a  new  world  order.  People  will  ask  why 
internationally  competitive  US  companies  cannot  enter  and  thrive  in  the 
Japanese  market,  no  matter  how  hard  they  try. 

-  Ultimately,  the  failure  of  American  companies  to  become  a  vital  part  of  the 
Japanese  industrial  system  (as  Japanese  companies  are  in  the  US) 
strengthens  the  case  of  groups  in  the  US  which  seek  to  contain  Japan  as 
both  an  egregious  offender  of  the  principles  of  free  trade  and  a  threat  to  US 
competitiveness. 
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The  Japanese  have  a  saying:  "The  nail  that  sticks  up  gets  hammered 
down."  The  Japanese  government  and  people  must  realize  that  due  to  their 
pattern  of  unbalanced  trade  and  investment,  Japan  today  appears 
internationally  like  a  protruding  nail. 

Toward  a  Post-Revisionist  US-Japan  Policy: 

Although  we  believe  that  a  new  US-Japan  policy  is  needed,  we  soundly  reject  the  trade 
policy  proposals  put  forward  by  the  revisionists.  The  US  does  not  have  to  -  indeed, 
could  hardly  manage  to  -  curtail  the  presence  of  Japanese  products  in  its  markets. 
Moreover,  tl-  US  does  not  require  the  further  intrusion  of  federal  government  in  the 
domestic  economy  in  order  to  make  American  companies  more  competitive.  Rather,  the 
US  must  increase  pressure  on  Japan  to  repeal  policies  which  ~  directly  or  indirectly  - 
continue  to  inhibit  competitive  non-Japanese  companies  from  setting  up  full-scale 
operations  in  Japan,  and  which  thus  prevent  those  companies  from  gaining  the 
opportunity  to  become  full-fledged  participants  in  the  economy. 

Constructive  Engagement  not  Containment: 

We  believe  that  pressure  must  be  applied  in  a  positive,  rather  than  negative,  manner. 
What  the  US  needs  to  adopt  today  is  an  aggressive  policy  built  on  the  concept  of 
constructive  engagement,  not  containment.  Building  new  bridges  -  not  burning  old  or 
existing  ones  -  will  be  the  key  to  our  future  relations.  Only  by  doing  so  will  we  be  able 
to  further  the  balanced  integration  of  our  two  economies.  Real  bi-lateral  economic 
interdependence  must  be  attained  if  we  hope  to  minimize  the  friction  hampering  our 
cooperation  in  dealing  with  the  problems  confronting  us.  It  is  very  unfortunate  that  at  a 
time  when  we  need  each  other  more  than  ever,  we  seem  to  be  slowly  moving  apart.  To 
quote  an  old  Chinese  proverb,  America  and  Japan  -  like  a  couple  in  the  midst  of  a 
marriage  crisis  -  are  "sleeping  in  the  same  bed,  but  seeing  different  dreams"  {doshou 
imu).  The  threat  is  that  America  and  Japan  could  become  like  a  de  facto  divorced  couple 
living  in  the  same  house,  still  theoretically  allied  but  no  longer  very  good  friends. 


US  TRADE  POLICY  PROPOSALS 

In  response  to  the  problems  identified  in  this  paper,  the  Members  of  the  Wednesday 
Group  will  further  consider  the  following  proposals: 

MACRO-LEVEL  PROPOSALS: 

•  Pursue  a  new  trade  initiative  with  the  transcendent  goal  of  pushing  Japan  to 
abandon  its  regime  of  cost  protectionist  policies  in  order  to  finally  create  equal 
access  for  foreigners  to  the  Japanese  market; 
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-  The  insider  network  structure  of  business  relations  in  Japan  need  not 
change,  but  for  the  sake  of  both  foreigners  and  Japanese,  the  economy's 
cost  structure  must  be  made  rational. 

-  As  an  interim  measure  while  working  to  level  the  playing  field  for  investment 
into  Japan,  the  Japanese  government  might  be  called  upon  to  offer 
significant  "bridge  incentives"  to  minimize  the  excessive  cost  of  new 
investment.  The  government  has  initiated  a  number  of  programs  to  facilitate 
direct  investment  in  Japan,  but  they  remain  insignificant  when  compared  to 
some  of  the  incentive  programs  offered  by  American  states  to  lure 
Japanese  investment. 

•  Reinvigorate  the  Market-Oriented,  Sector-Specific  (MOSS)  approach  to  eliminate 
remaining  sectoral  non-tariff  barriers  opening  to  the  Japanese  market. 

MICRO-LEVEL  PROPOSALS: 

•  Appropriate  funds  to  construct  a  US  Trade  Development  Center  in  Tokyo  (located 
on  the  grounds  of  the  US  Embassy)  to  house  the  offices  of  industry  associations, 
state  governments,  and  the  Foreign  Commercial  Service.  This  facility  could 
increase  the  ability  of  the  US  government  and  industry  to  promote  trade  and 
monitor  industry  developments  in  Japan; 

•  Expand  government  efforts  to  enhance  corporate  awareness  of  how  the  Japanese 
economy  operates,  and  to  increase  the  intermediate  and  advanced  study  of  the 
Japanese  language  in  high  schools  and  universities; 

•  Establish  a  Deputy  US  Trade  Representative  for  Japan.  This  individual  would  be 
based  in  Tokyo  and  supervise  continued  MOSS  talks.  Furthermore,  he  or  she 
would  see  that  formal  complaints  of  American  companies  are  quickly  processed, 
and,  when  necessary,  considered  for  adjudication  under  US  trade  law; 

•  Call  on  the  US  Department  of  Treasury  to  study  renegotiating  existing  US-Japan 
tax  treaties,  in  order  to  lessen  the  excessive  tax  burden  on  American  companies 
and  their  executives  in  Japan.  The  goal  might  be  to  equalize  the  tax  burden  of  US 
companies  and  their  executives  in  Japan  with  that  of  Japanese  firms  and  their 
Japanese  employees  in  the  US. 
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INTRODUCTION 


Revisionism  and  "Revising"  the  US-Japan  Relationship 

Today  an  ever  increasing  number  of  prominent  voices  in  the  media,  Congress, 
academia,  and  industry  call  on  the  US  government  to  act  aggressively  to  create  a 
"fairer,"  more  balanced  US-Japan  economic  relationship  by  "strategically  managing"  a 
greater  portion  of  bilateral  trade.   To  a  large  degree,  their  pleas  have  been  shaped  by 
the  publications  and  pronouncements  of  a  group  of  veteran  Japan-hands  -  the  so- 
called  revisionists. 

Revisionists  strongly  reject  the  core  idea  that  has  guided  US  economic  policy  toward 
Japan  in  the  post-War  period  -  that  the  Japanese  and  American  economies  share  an 
underlying  similarity.   Disdaining  the  traditional  focus  on  progressive  economic 
convergence,  revisionists  stress  the  persistence  of  divergence,  pointing  out  the  many 
underlying  ideological,  behavioral,  and  structural  differences  between  the  Japanese 
and  American  styles  of  capitalism.   Professor  Richard  Samuels  of  MIT  summarizes  the 
revisionist  outlook  in  a  recent  review  essay: 

The  revisionist  view  is  that  Japan  has  a  very  different  conception  of  the 
purposes  of  an  economy.   Japan's  success  is  nothing  less  than  a  "trial  of 
our  beliefs."   Despite  outward  looking  appearances,  Japan  does  not 
belong  to  the  group  of  capitalist,  free  market  economies  for  which  the 
purpose  of  economic  activity  is  to  benefit  the  consumer.   In  Japan,  the 
goal  of  economic  activity  is  to  benefit  the  producer...  Twentieth-century 
consumers,  much  like  nineteenth-century  peasants,  have  been  exhorted 
to  carry  a  disproportionate  burden  as  Japan  struggles  to  "catch  up  and 
surpass"  the  West.. .In  sum,  Japan  "plays  by  different  rules";  its  "producer 
orientation  [is]  a  deviation  from  the  logic  of  capitalism  and  free  trade. 
Capitalist  societies  are  supposed  to  respond  to  price,  so  as  "to  get  more. 
Japan  does  not."  Japan  is  different.  Japanese  economic  planners  have 
moved  beyond  Adam  Smith,  and  Japanese  social  planners  operate  with 
radically  different  assumptions  about  human  motivation  and  "rational" 
action.  The  result  is  that  Japan  has  reinvented  the  institutions  of 
capitalism.' 

To  meet  the  Japanese  challenge,  revisionists  urge  the  US  to  make  dramatic  changes 
in  its  internal  and  external  policies.   Domestic  recommendations  range  widely  -  from 
suggestions  by  Economic  Strategy  Institute  President  Clyde  Prestowitz  that  America 
adopt  a  Japanese-style  "strategic  industrial  policy,"  to  journalist's  James  Fallows' 
imploration  that  we  just  be  "more  like  us"  and  play  the  Liberal-capitalist  game  "like  we 
used  to." 
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"Containing  Japan' 


While  revisionists  differ  in  their  prescriptions  for  the  American  home  front,  they 
generally  agree  on  the  substance  of  a  new  American  foreign  economic  policy  toward 
Japan.   Despite  their  apparent  admiration  for  Japan's  accomplishments  as  a 
"developmental  capitalist  economy,"^  they  identify  growing  Japanese  economic 
power  as  a  genuine  threat  to  the  United  States  and  its  way  of  life.  They  believe  that. 
like  Soviet-style  Communism,  the  expansion  of  Japanese  capitalism  demands 
"containment." 

In  order  to  craft  an  effective  containment  policy  to  "combaf  Japan  it  is  suggested  that 
we  "think  and  do  like  the  enemy."  Thus,  basically  the  US  must  realize  that 
"protectionism  pays."  and  adopt  policies  similar  to  those  which  the  Japanese 
themselves  utilize  to  "strategically  manage"  trade.^ 

The  present  US  trade  approach,  based  on  expanding  market  opportunities  for  US 
business  in  Japan  via  sectoral  and  structural  negotiations,  is  seen  by  revisionists  as 
grossly  inadequate.   The  revisionist  view  is  that  even  if  markets  are  opened  further,  the 
Japanese  capitalist  system  -  which  is  structurally  biased  against  outsider  involvement 
-  will  remain  an  effectively  insurmountable  obstacle  to  foreign  progress.   Moreover, 
any  attempts  to  pressure  Japan  into  undertaking  economic  structural  reform  to  make 
its  economy  more  accessible  (as  the  US  has  tried  within  the  Structural  Impediments 
Initiative  (Sll))  will  inevitably  backfire  in  our  faces.  According  to  a  former  top 
negotiator  for  the  United  States  Trade  Representative  (USTR),  and  noted  Sll 
opponent.  Glenn  Fukushima.  "the  Japanese  will  use  Sll  only  to  improve  the  efficiency 
of  their  system  while  not  changing  its  essential  properties."  Thus,  from  Japan's 
perspective,  "the  Structural  Impediments  Initiative  might  be  better  renamed  the 
Structural  Improvements  Initiative."* 

In  summary,  as  Lee  lacocca.  a  major  intellectual  and  financial  supporter  of  revisionist 
scholarship."  likes  to  say.  "We  cant  fight  back  in  Japan  even  when  we  try  because  the 
Japanese  wont  let  us."^  According  to  the  revisionists,  the  situation  is  close  to 
hopeless  as  things  presently  stand.   Unless  "adversarial  trade"  from  Japan  is 
■contained"  and  US  companies  are  managed  into  "succeeding"  in  the  otherwise 
impenetrable  Japanese  market,  a  radical  economic  imbalance  will  remain  built-in  to  the 
US-Japan  relationship,  sapping  America  of  its  economic  strength  and  furthering  its 
decline,   lacocca  stresses.  "How  can  they  continue  to  shut  us  out  year  in  and  year  out 
without  a  backlash?   I'm  not  suggesting  a  real  shooting  war.  but  I'm  suggesting  a 
great  wave  of  protectionism  if  they  really  level  us.' 
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Beyond  Revisionism 

In  the  following  pages  we  attempt  to  articulate  the  intellectual  and  empirical 
foundations  of  a  new  US  strategy  towards  Japan  -  a  strategy  that  moves  beyond 
revisionism.   Our  purpose  is  not  to  disprove  the  revisionists'  research  on  the 
Japanese  economy,  but  to  draw  upon  and  refine  --  or  even  revise  --  much  of  what 
they  have  done.  We  do  not  attempt  to  understate  the  major  differences  between  the 
Japanese  and  American  styles  of  capitalism,  or  to  downplay  the  significant  impact  that 
these  variations  have  on  the  structure  of  our  bilateral  economic  and  political  relations. 
We  begin,  however,  with  the  premise  that  given  the  successes  of  a  wide  range  of 
American  companies  -  small,  medium,  and  large  -  in  adapting  around  the  world  to 
different  business  cultures  and  economic  structures,  the  existence  of  cultural  or 
structural  differences  alone  should  not  be  used  to  judge  whether  US  companies  are 
being  accorded  "fair  access"  to  the  Japanese  (or  any  other)  market. 

Rather,  we  believe  that  the  question  of  fairness  ultimately  should  be  answered  by 
evaluating  whether  American  companies  which  progressively  adapt  to  the  Japanese 
capitalist  system  can  succeed.   In  other  words,  even  if  the  revisionist  critics  are  correct 
in  saying  that  the  "capitalist  game"  in  Japan  is  played  on  a  different  field  and  by  rather 
different  rules  than  it  is  in  the  US,  does  it  necessarily  follow  that  American  companies 
willing  to  learn  the  rules  and  to  play  the  game  cannot  win? 


The  Wednesday  Group  Japan  Research  Project 

In  order  to  distinguish  between  rhetoric  and  reality,  the  Wednesday  Group  set  out  in 
1990  to  examine  how  American  companies  compete  with  the  Japanese  on  their  home 
turf.   This  report,  Beyond  Revisionism,  and  its  companion  piece,  Insider  Capitalism: 
Economic  Culture  and  American  Business  in  Japan,  are  based  on  extensive 
background  research,  using  English  as  well  as  Japanese  materials,  and  a  multitude  of 
interviews  with  businessmen  and  government  officials  in  America  and  Japan. 

Additionally,  our  analytical  work  draws  extensively  on  the  empirical  findings  of  two 
recent  questionnaire-based  studies  of  foreign  corporations  in  Japan.  The  first, 
conducted  in  1991  by  the  AT  Kearney-International  Consulting  group  for  the  American 
Chamber  of  Commerce  in  Japan  (ACCJ),  surveyed  attitudes  of  Chamber  members 
toward  the  Japanese  trade  and  investment  environment.  The  other,  carried  out  by  the 
Wednesday  Group  staff  in  1991-92,  under  the  supervision  of  the  non-partisan 
Congressional  Research  Service,  was  intended  to  be  a  complement  to  the  ACCJ 
study.   It  examined  how  American  multinationals  understand  and  adjust  to  the  "soft" 
aspects  of  doing  business  in  Japan,  such  as  government  and  industry  relations,  to 
which  Japanese  firms  pay  a  great  deal  of  attention. 
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The  implications  of  our  research  have  been  translated  into  policy  proposals  which  are 
outlined  at  the  end  of  this  paper.  We  believe  that  our  work  represents  a  major  step 
fonward  in  the  trade  debate,  away  from  hearsay  and  panic-induced  conclusions, 
toward  a  course  based  on  a  reasoned  analysis  of  empirically  documented  reality. 


RESEARCH  FINDINGS 

Our  research  findings  reveal  that  the  situation  facing  US  companies  in  Japan  is  neither 
as  dire  and  lacking  in  promise  as  the  revisionists  claim,  nor  as  optimistic  and  without 
need  for  carefully  thought-out,  constructive  government  intervention  as  some  neo- 
classical economists  and  pure  free-trade  oriented  politicians  might  believe.   The 
situation  is  complicated,  and  its  improvement  will  require  a  mixture  of  actions  -  by 
government,  as  well  as  by  business,  on  both  sides  of  the  Pacific. 

On  the  other  hand,  even  if  American  and  other  foreign  companies  in  Japan  were  to 
double  their  sales  over  the  next  five  years,  they  would  continue  to  occupy  only  a 
marginal  position  in  the  Japanese  economy.   The  products  of  foreign  companies 
account  for  a  mere  estimated  1 .2%  of  all  sales  in  Japan  (of  which  American 
companies'  manufactures  account  for  around  40%).     By  comparison,  in  the  United 
States  the  products  of  foreign  companies  account  for  over  16.5%  of  total  sales 
(Japanese  products  occupy  about  18%  of  that  total).  Additionally,  foreign 
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corporations  in  Japan  account  for  only  .9%  of  corporate  capitalization  and  employ 
only  .5%  of  all  employees,  while  foreign  affiliates  in  the  US  control  over  20%  of 
corporate  assets  and  employ  3.8%  of  the  American  workforce.®  (See  Graph  1) 

Many  internationally  competitive  American  corporations  continue  to  do  poorly  in  Japan 
or  have  simply  chosen  to  stay  away  from  the  market.   Moreover,  even  some  of  the 
most  positive  US  firms  we  surveyed  (many  of  which  commonly  are  seen  as  "foreign 
success  stories  in  Japan")  appear  hamstrung,  having  failed  thus  far  to  gain  anywhere 
near  the  level  of  market  share  in  Japan  which  they  control  in  the  European  Community 
or  even  in  other  parts  of  Asia. 

As  Brookings  economist  Edward  Lincoln  has  demonstrated,  by  international 
standards,  the  level  of  intra-industry  trade  (cross  border  trade  in  similar  products)  in  . 
Japan  is  extremely  low.   In  his  words: 

Rather  than  accepting  an  international  division  of  industry  in  which  Japan 
both  exports  and  imports  capital-intensive  and  technology-intensive 
products,  it  tends  to  export  but  not  to  import.   This  behavior  imposes  an 
adjustment  burden  on  Japan's  trading  partners  quite  different  from  the 
pattern  among  other  nations.   American  displeasure,  in  particular,  is 
heightened  by  the  fact  that  Japan's  intra-industry  trade  is  especially  low 
in  precisely  those  industries  in  which  American  firms  are  major  world 
exporters,  and  in  which  other  industrial  nations  have  high  levels  of  intra- 
industry  trade.® 


Explaining  Low  Levels  of  Market  Penetration  by  Foreign  Rrms  in  Japan 

A  number  of  explanations  have  been  offered  for  continued  low  intra-industry  trade 
levels  in  Japan  in  the  face  of  what  appears  to  have  been  a  sweeping  liberalization  of 
trade  and  investment  controls  over  the  last  15  years,  including  the  following: 

1 .)  There  are  systemic  or  cultural  differences  which  naturally  keep 
foreigners  out  (as  many  of  the  revisionists  believe); 

2.)   Foreign  corporations  have  a  "comparative  lack  of  competitiveness;" 

3.)   Foreign  corporations  are  "unwilling  to  take  Japan  seriously;"  or 

4.)  There  has  been  a  continuation  of  Japanese  government  policies  that, 
in  effect,  "stack  the  deck"  against  foreign  competition. 

In  order  to  come  up  with  an  effective  policy  response  to  the  Japanese  challenge,  it  is 
of  critical  importance  to  determine  which  of  these  explanations  is  most  accurate. 
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The  Cultural  Differences  Explanation 


We  find  the  argument  tinat  there  are  systemic  or  cultural  differences  which  naturally 
keep  foreigners  out  is  insufficient.   Despite  what  the  critics  say.  our  data  show  that 
although  still  problematic,  cultural  or  systemic  discrimination  is  not  the  major  obstacle 
to  foreign  progress  in  the  Japanese  market.  As  noted  earlier,  provided  the  rational 
opportunity,  American  (and  presumably  other  foreign)  companies  are  more  than 
capable  of  comprehending  and  cracking  the  system  of  insider  relationships  which 
strongly  influence  economic  transactions  in  Japan. 

Our  sun/ey  results  reveal  that  over  one-third  of  the  firms  we  sun/eyed  behave  in  a 
manner  that  differs  little  from  the  behavior  of  their  Japanese  counterparts.   In  addition 
to  producing  first-class  products,  these  firms  put  a  high  priority  on  external  relations 
(shougai  katsudou).'^^   Through  shougai  katsudou  they  develop  long-term  ties  with 
key  actors  in  business,  the  bureaucracy,  and  politics  -  all  of  whom  can  open  doors  as 
well  as  close  them. 

A  measure  of  their  success  in  truly  becoming  insiders  is  that  more  than  30%  of  our 
respondents  feel  that  they  can  contribute  to  the  formulation  or  administration  of 
Japanese  government  policies/laws  that  affect  their  interests.   (See  Graph  2)   This 
finding,  of  course,  flies  in  the  face  of  the  claim  that  while  Japanese  companies  in  the 
US  can  freely  influence  the  American  policymaking  and  administrative  processes,  US 
companies  in  Japan  "are  denied  reciprocity."   In  fact,  Japanese  companies  in 
America  probably  possess  less  potential  domestic  political  influence  than  do  American 
companies  in  Japan. 


Graph  2: 

"Do  you  feel  that  your  company  has  the  ability  to  contribute  to  the  formulation  or  administration  of 
Japanese  governmental  policies/laws  that  affect  its  interests?" 
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House  Wednesday  Group,  1993 


We  conclude  that  although  the  legacy  of  Japanese  historical  isolation  certainly  lives 
on,  as  foreign  companies  and  foreign  people  increasingly  learn  how  to  live  as  insiders 
in  japan,  Japanese  are  increasingly  accepting  them  as  such.  Thus,  the  existence  in 
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and  of  itself  of  a  capitalist  system  that  differs  from  the  capitalist  system  in  America  has 
relatively  little  to  do  with  the  overall  low  level  of  market  penetration  by  American  and 
other  foreign  firms  in  Japan. 


The  Lack  of  Competitiveness  Argument 

We  find  the  second  argument,  that  foreign  corporations  have  a  "comparative  lack  of 
competitiveness,"  to  be  insufficient  as  well.  Although  many  Japanese  business  and 
government  leaders  apparently  believe  otherwise,  in  most  major  industries  American 
exporting  companies  remain  substantially  competitive,  both  technologically  and 
financially.   According  to  the  OECD's  1 992  World  Competitiveness  Report,  US 
manufactures  ("metal  products")  account  for  1 4%  of  worldwide  market  penetration 
(22.1%  in  Western  Europe  and  16.5%  in  the  Asia-Pacific)  wh;  i  Japanese  manufactures 
have  only  a  slightly  higher  1 5.8%  global  penetration  level  {8.2%  in  Western  Europe 
and  27.7%  in  the  Asia-Pacific  region). ^^   (See  Graph  3)    In  telms  of  capital  costs  as 
well,  on  an  aggregate  level,  and  despite  the  burden  of  the  American  budget  deficit 
and  low  savings  level,  American  companies  are  still  in  the  top  six  in  the  OECD  (Japan 
is  number  four).'^   Finally,  the  balance  sheets  of  large  multinationals,  which  account 
for  the  bulk  of  trade  in  manufactures  between  the  US  and  Japan,  confirm  that  US 
corporate  costs  remain  competitive  with  those  of  Japan.   Owing  primarily  to  their  great 
sophistication  in  raising  funds  internationally,  many  of  these  firms  currently  have 
significantly  lower  capital  costs  than  do  their  Japanese  counterparts.^* 


Graph  3: 


US  vs.  Japanese  market  share 
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Although  American  corporations  in  a  number  of  major  manufacturing  industries  may 
be  in  competitive  decline  relative  to  their  Japanese  rivals,  the  fact  remains  that  US 
exports  continue  to  rank  in  the  top  five  in  nearly  every  major  industry  in  almost  every 
major  market  in  the  world.   Moreover,  nearly  80%  of  Wednesday  Group  survey 
respondents  regard  their  products  to  be  "very  competitive  with,"  or  "superior  to," 
those  of  their  Japanese  rivals.   (See  Graph  4)   Nevertheless,  as  noted  earlier,  our 
respondents'  feelings  of  relative  strength  have  not  yet  translated,  in  the  vast  majority  of 
sectors  and  sub-sectors  of  the  Japanese  market,  into  successes  that  remotely 
compare  to  their  experiences  elsewhere. 


Graph  4: 

"In  comparison  with  the  products  of  (1)  other  non-Japanese  firms  and 

(2)  Japanese  corporations,  how  competitive  de  you  feel 

your  company's  products  are  in  Japan?" 


1%  of  respondents 


25%  of  respondents 


"other  non-Japanese  firms"  "Japanese  corporations" 

I         I    Superior  I         I    Somewhat  competitive 

[  /  /  I    Very  competitive  ^^E    '^°'  ^^"7  competitive 

Source:  "Insiders  and  Outsiders  American  Firms 
Tackle  the  Tokyo  Loop,"  House  Wednesday  Group,  1993 


The  'American  Multinationals  are  Unwilling  to  take 
Japan  Seriously"  Argument 

We  find  the  third  argument,  that  American  multinationals  are  unwilling  to  take  Japan 
seriously,  unacceptable  as  well.   Given  the  amazing  efforts  needed  to  get  into  the 
market  in  the  past  as  well  as  today,  the  multinational  companies  we  surveyed  would 
not  even  be  in  Japan  if  they  did  not  take  the  Japanese  challenge  seriously.  84%  of 
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Wednesday  Group  survey  respondents  report  that  selling  their  products  or  services  in 
Japan  will  be  a  very  important  part  of  their  future.   However,  because  only  a  minority 
of  the  companies  we  sun/eyed  appear  to  be  making  major  efforts  to  penetrate  fully  the 
Japanese  business  system  and  become  insiders,  perhaps  it  can  be  said  that  many 
large  US  firms  do  not  take  the  Japanese  wav  of  doing  business  seriously  enough.  As 
noted  above,  our  evidence  points  to  a  connection  between  taking  an  insider  attitude 
and  improving  market  access.   Many  US  firms  would  probably  profit  if  they  acted  on 
their  belief  that  culture  is  a  barrier  in  Japan  (which  79%  of  Wednesday  Group  survey 
respondents  indicated),  and  did  more  to  integrate  themselves  into  the  Japanese 
business  system.   (See  Graph  5) 


Graph  5: 


"How  important  is  it  for  your  company's  future  plans 
to  sell  its  products  and/or  services  in  Japan?" 


Not  imporunl 
(2%  of  respondents) 


Somewhat  important 
(14%  of  respondents) 


Very  important 
(84%  of  respondents) 

Source:  "Insiders  and  Outsiders  American  Firms 
Tackle  the  Tokyo  Loop,"  House  Wednesday  Group,  1993 


Nevertheless,  playing  the  game  like  a  Japanese  insider  is  frequently  easier  said  than 
done.   Until  a  company  has  developed  a  major  presence  in  Japan,  it  appears  that 
rationalizing  the  costs  of  engaging  in  external  relations  activities  on  a  large  scale  is 
exceedingly  difficult.   Our  data  reveal  a  distinct  correlation  between  the  size  of  a  firm's 
sales  in  Japan  and  its  penetration  of  the  Japanese  insider  network  (see  the 
Wednesday  Group's  companion  paper,  Insiders  and  Outsiders  for  more  information 
on  this  relationship).   For  most  companies,  however,  the  costs  of  doing  business  in 
Japan  make  it  nearly  impossible  to  justify  the  financial  and  human  resource  allocations 
needed  simply  to  maintain  a  small  base  of  operations  -  let  alone  rationalize  those 
allocations  needed  to  develop  a  significant  network  presence.  According  to 
respondents  of  the  ACCJ-AT  Kearney  International  Consulting  group  survey,  the 
number  one  barrier  inhibiting  their  greater  investment  in  Japan  was  the  high  cost  of 
doing  business  in  Japan.   (See  Graph  6) 
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Graph  6: 

"What  factors  inhibit  greater  investment  in  Japan  by  the  parent  company?" 
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Source:   Trade  and  lavesoneBt  ia  Japan:  The  Currvot  EnviroomeaL  Judc  1991 


Ttie  Argument  that  Japanese  Government  Policies  Continue  to  Effectively  "Stack 
the  Deck"  Against  Foreign  Investment  Needed  to  Compete  in  Japan 

Based  on  our  research,  we  conclude  that  problems  of  "competitiveness," 
"commitment."  or  "systemic  bias  against  foreign  outsiders"  -  while  all  of  marginal 
significance  -  do  not  account  adequately  for  the  low  levels  of  intra-industry  trade  in 
Japan.    The  main  problem  holding  back  foreign  corporate  penetration  of  the 
Japanese  market  is  that  the  Japanese  government  continues  to  maintain  a  regime  of 
policies  which  in  effect  irrationalize  the  playing  field  for  majority-controlled  direct 
investment  (majority-control  is  key  because  a  company  needs  to  be  the  master  of  its 
own  fate  in  Japan  as  elsewhere).    As  the  Japanese  government  has  long  understood 
and  a  growing  number  of  economists  are  coming  to  realize,  trade  and  majority- 
controlled  investment  are  linked.   By  first  overtly  (through  an  array  of  investment 
controls)  and  then  covertly  (by  deliberately  fostering  an  excessively  high  cost 
structure)  "stacking  the  deck"  against  foreign  companies,  the  Japanese  government 
has  radically  constrained  foreign-affiliated  corporate  trade  in  Japan.   (See  Graph  7) 
The  fact  that  Japan  -  the  world's  second  largest  economy  -  has  only  $97  per  capita 
(in  1991)  inward  direct  investment  (by  far  the  lowest  among  OECD  nations)  largely 
explains  its  peculiarly  low  level  of  intra-industry  trade  penetration. 
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Graph  7: 

Inward  and  outward  foreign  direct  investment  per  capita 
(1991) 
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Source:   "Receni  Trends  in  International  Direct  Investment," 
US  Department  of  Commerce,  International  Trade  Administration,  1992 


The  Critical  Importance  of  Direct  Investment  in  International  Trade 

Undoubtedly,  many  readers  will  question  our  contention  that  expanding  majority- 
controlled  investment  in  Japan  will  lead  to  greater  exports  of  American  products  into 
the  Japanese  market.  They  will  argue,  perhaps,  that  we  should  invest  more  at  home 
rather  than  send  our  scarce  funds  abroad.  However,  such  a  view  ignores  the  roots  of 
most  foreign  business  "success  stories"  in  Japan,  as  well  as  more  general  evidence  of 
how  international  trade  in  manufactures  (which  largely  comprise  our  trade  deficit  with 
Japan)  typically  works.  ^^ 

For  a  number  of  basic  reasons,  majority-controlled  direct  investment  in  a  subsidiary  in 
most  cases  is  a  prerequisite  to  sustained  overseas  trade  in  non-commodity  products. 
First  and  foremost,  companies  usually  need  their  own  sales  and  distribution 
infrastructure  in  overseas  markets  to  ensure  that  their  products  are  fine-tuned, 
marketed  and  distributed  properly.   History  shows  that  US  companies  which  lacked 
control  of  these  essential  tasks  frequently  have  been  shortchanged,  or  simply  ripped- 
off,  by  their  partners  or  agents  abroad.^® 

Furthermore,  the  establishment  and  maintenance  of  a  fully-owned  or  majority- 
controlled  subsidiary  enterprise  via  overseas  direct  investment  is  important  because  it 


65 


demonstrates  a  firm's  long-term  commitment  to  botli  its  customers  and  its  native 
employees  in  the  country  in  which  it  is  operating.  In  Japan's  relationship-fixated, 
insider  economy,  a  relatively  large  operational  platform  based  on  long-term  investment 
is  particularly  important.   As  Dr.  Thomas  Jordan,  Senior  Managing  Director  of  Du  Pont- 
Japan,  points  out,  "Foreign  companies  need  to  realize  that  an  arm's-length  approach 
does  not  usually  work  in  an  arm-in-arm  economy."^  ^ 

Finally,  and  most  significantly,  detailed  examination  of  trade  statistics  confirms  that  the 
existence  of  majority-owned  overseas  subsidiaries  tends  to  have  a  positive  -  not 
negative  -  effect  on  exports  from  factories  at  home.  This  finding  has  been 
documented  clearly  by  Harvard  Business  School  Professor  Dennis  Encarnation.   He 
observes  that  majority-owned  foreign  subsidiaries  of  American  or  Japanese 
companies  import  far  more  from  their  parent  firms  back  home  than  they  procure 
locally,  while  he  finds  that  no  such  relationship  exists  between  parents  and  minority- 
controlled  subsidiaries.   Since  1957.  shipments  from  parent  firms  to  their  overseas 
subsidiaries  have  composed  65%  of  ail  US  exports.^® 

Even  Japan's  Ministry  of  International  Trade  and  Industry  (MITI)  concurs  that 
investment  has  a  positive  effect  on  inward  trade.   A  recent  MITI  policy  paper  notes 
that  affiliates  of  foreign  companies  in  Japan  imported  $45.4  billion  worth  of  goods  in 
1991  (16.7%  of  total  imports)  ~  over  three  times  their  $14.9  billion  in  exports  (4.5%  of 
total  exports).   (See  Graph  8)   Moreover,  MITI's  figures  understate  the  positive  impact 
that  majority-controlled  foreign  affiliates  in  Japan  have  upon  imports  from  their  parents. 
This  is  because  they  do  not  distinguish  between  majority-  and  minority-  controlled 
enterprises,  and  thus  do  not  reflect  the  fact  that  the  vast  majority  of  foreign-affiliated 
exports  are  produced  by  a  small  number  of  minority-controlled  subsidiaries.   Overall,  a 
wide  range  of  evidence  indicates  that  increasing  the  number  of  majority-owned  foreign 
companies  in  Japan  should  significantly  increase  imports. ^^ 

Outside  Japan,  US  and  Japanese  multinationals  trade  and  invest  in  a  remarkably 
similar  fashion.   It  is  only  inside  Japan  that  significant  differences  in  their  behavior  can 
be  observed.   Increasing  US  majority-controlled  direct  investment  in  Japan  will  be  the 
key  to  increasing  market  penetration  and  integration  by  American  firms  and  should 
have  a  major  impact  on  rectifying  the  imbalanced  structure  of  our  trade  relations  and 
on  reducing  economic  friction.  Before  examining  what  will  be  necessary  to  expand 
the  level  of  US  direct  investment  in  Japan,  first  we  must  look  at  how  the  Japanese 
government  has  managed  so  successfully  to  keep  out  foreign  investment  In  the  past 
and  continues  to  do  so  in  the  present. 
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Graph  8: 
Japanese  imports  and  exports,  1991 
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JAPANESE  POLICIES 


It  is  Hard  to  Forget  History:  The  Lingering  Effects  of 
Investment  Protectionism  in  the  Past 

The  effects  of  Japan's  long  history  of  investment  protectionism  linger  with  us  today. 
They  are  impossible  to  ignore.  At  a  time  when  the  dollar  was  strong,  when  American 
industrial  competitiveness  was  supreme,  and  when  US  firms  were  rapidly  becoming 
multinational,  not  only  were  American  companies  prohibited  from  selling  their  superior 
products  in  Japan  (often  through  foreign  exchange  controls),  but  in  the  vast  majority 
of  cases  they  were  even  forbidden  to  invest  independently  and  manufacture  in  Japan 
for  its  domestic  market. 

In  1 949  and  1 950,  ironically  with  the  full  assistance  of  the  American  Occupational 
authorities,^  the  Japanese  government  issued  two  basic  laws  which  radically 
controlled  the  investment  as  well  as  operational  activities  of  foreign  companies  in 
Japan  for  the  next  thirty  years:  first  the  Foreign  Exchange  and  Foreign  Trade  Control 
Law  (FECL)  and  then  the  Foreign  Investment  Law  (FIL).  As  economic  historian  Juro 
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Hashimoto  describes  it.  "these  Foreign  Investment  Laws  were  unique  in  the  world,"  in 
that  they  provided  the  Japanese  government  a  means  of  strategically  restricting  not 
only  trade  (as  many  developing  countries  do)  but  also  investment.^^   According  to 
Hashimoto,  the  impact  of  the  FIL  and  FECL  "in  allowing  Japanese  firms  to 
concentrate  on  long-term  growth  and  market  share  development  rather  than  on  short- 
term  profits  cannot  be  underestimated."^   Lawyer  Richard  Rabinowitz,  who  served 
as  chief  Counsel  to  IBM-Japan  in  the  1960s  agrees,  remarking  that  the  FIL  in  many 
ways  was  the  "linchpin"  of  Japan's  postwar  economic  development.^^ 

The  FECL  and  the  FIL  were  designed  "to  help  improve  Japan's  current  account 
balance,  protect  the  independence  of  Japanese  corporations  from  the  [threat  of] 
foreign  control,  and  contribute  to  technological  advancement."  Basically,  the  two  laws 
enabled  the  government  to  restrict  direct  investment  to  foreign  companies  which  (from 
an  industrial-development  perspective)  could  give  something  to  Japan  -  something 
which  it  was  unable  to  produce  or  provide  for  itself  -  and  then  to  control  their 
activities  in  the  market  through  so-called  administrative  guidance  {gyousei  sliidou).^'^ 

Administrative  guidance  was  the  principle  means  through  which  the  nation's 
bureaucracy,  in  particular  the  famed  Ministry  of  International  Trade  and  Industry  (MITI), 
sought  to  maintain  the  "organizational  coherence"  of  Japan,  Inc.  and  "steer"  the 
nation's  economic  growth.    Foreign  firms  were  judged  to  be  fundamentally  incapable 
of  comprehending  the  "unique"  Japanese  concept  of  government-industry  relations 
and  thus  were  seen  as  a  threat  to  the  guidance  system.^  "For  the  good  of  the 
nation"  their  entry  ~  in  the  words  of  one  senior  MITI  official  "like  that  of  children  into  a 
room  full  of  candy  ~  had  to  be  tightly  controlled"  through  the  investment  law 
framework.^ 

Official  investment  protectionism  persisted  through  the  late  1 970s  and  early  1 980s  - 
when  the  FIL  was  rescinded,  the  FECL  was  revised,  and  "administrative  guidance" 
"policies"  were  "relaxed"  (although  not  abandoned).   In  the  long  interim  period, 
rather  than  invest  in  independently-owned  and  operated  ventures,  foreign  companies 
desiring  to  participate  in  the  rapidly  expanding  Japanese  market  usually  were  forced 
either  to  accept  minority  stakes  in  joint  ventures  with  Japanese  firms  (typically  potential 
rivals)  or,  worse  yet,  to  simply  license  their  technologies  or  products.^ 

Even  when  inward  investment  and  trade  occasionally  was  permitted,  it  had  to  come 
with  the  consent  of  those  potentially  affected.  Thus,  as  the  former  President  of  Du 
Pont  once  explained,   'tt  was  very  common  to  have  your  company's  competitors 
(with  the  Japanese  government's  blessing)  debating  the  proposition  of  your  coming 
in  as  a  direct  investor."^ 
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GM  and  Ford:  The  Struggle  to  Re-Enter  the  Japanese  Market 

A  typical  case  in  point  is  the  way  in  which  GM  and  Ford  ~  the  two  largest  auto 
companies  in  Japan  before  the  war  --  were  treated  when  they  repeatedly  tried  to  re- 
enter the  market  following  the  end  of  the  Occupation.   Because  the  "Big  Two"  are  so 
criticized  today  for  "neglecting"  the  Japanese  market,  the  outcome  of  their  past  efforts 
is  worth  briefly  explaining.^ 

Following  the  post-war  Reconstruction  Period  in  Europe,  GM,  Ford  and  other 
American  companies  easily  were  able  to  reestablish  their  own  large  subsidiaries  in 
France  and  Germany.   In  Japan,  however,  following  the  Occupation  nearly  all  foreign 
firms,  including  GM  and  Ford,  were  summarily  kicked  out  of  the  country  on  the 
grounds  that  they  "might  disrupt  the  reconstruction  of  economic  order."^   By  the  late 
1 960s,  Japan  had  fully  recovered  from  the  War,  become  a  full  member  of  the  GATT, 
and  appeared  committed  to  progressive  liberalization  of  tariff  and  capital  controls. 
Believing  that  the  "new  Japan"  would  allow  them  back  into  tRe  country,  GM  and  Ford 
attempted  to  re-invest,  pursuing  the  goal  that  they  had  achieved  elsewhere  of  setting 
up  fully-owned  and  operated  subsidiaries.   Contrary  to  expectations,  both 
corporations  encountered  nothing  but  trouble. 

Feeling  frustrated  with  the  slow  progress  of  his  company's  re-entry  negotiations,  in 
October  1 968  Henry  Ford  II  recruited  IBM  President  Arthur  K.  Watson  (whose  firm 
already  had  been  allowed  back  into  Japan,  but  had  found  itself  handicapped  by 
excessive  government  regulation).  Together  Ford  and  Watson  set  up  a  meeting  with 
the  Chairman  of  Nomura  Securities,  Okumura  Tsunao,  and  a  number  of  other 
Japanese  business  leaders.  The  objective  of  this  highly  unusual  gathering  of  top 
American  and  Japanese  industrialists  was  to  discuss  why  US  multinationals  were 
being  so  egregiously  shut  out  of  both  trade  and  investment  in  the  Japanese  market. 
As  the  meeting  began.  Ford  reportedly  turned  to  the  Japanese  group  and  declared, 
"We  cant,  and  wont.. .tolerate  the  one-way  street  of  automotive  trade  between 
Japan  and  America."   Later,  with  things  getting  hot,  Watson  backed  up  his  friend 
Ford,  noting  that  in  the  computer  industry,  as  well,  IBM  and  other  foreign  corporations 
faced  far  greater  discrimination  in  Japan  than  they  did  in  any  other  country  in  which 
they  did  business.  Watson  asked  only  that  the  Japanese  learn  to  "accept  the  basic 
logic  of  international  commerce  -  that  those  who  wish  to  compete  abroad  must 
accept  competition  at  home.'^^ 

Regarding  the  outcome  of  this  extraordinary  face-to-face  foray  and  other  similar  efforts 
to  gain  reciprocal  access,  Yale  University  business  historian  Mark  Mason  writes  in  his 
recent  history  of  foreign  direct  investment  in  Japan: 

This  foreign  pressure  did  not,  however,  persuade  the  Japanese 
authorities  to  lift  public  controls.  Government  officials  explained  that  the 
domestic  auto  industry  in  the  late  1960s  was  badly  fragmented  and 
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grossly  inefficient  -  no  fewer  than  10  Japanese  auto  companies 
produced  automobiles,  they  pointed  out,  for  example  ~  and  that  foreign 
entrants  might  well  ovenwhelm  local  firms.^ 


Under  the  circumstances,  both  Ford  and  GM  felt  that  they  had  no  choice  but  to 
accept  what  was  offered  to  them  --  minority-share  arrangements  in  two  of  the  weaker 
Japanese  companies  (Isuzu  and  Matsuda),  despite  their  hopes  to  either  acquiring  a 
top  flight  domestic  producer  or  investing  independently.  As  an  in-house  GM  study 
concluded  at  the  time,  "the  choice  is  between  participation  in  the  automotive  industry 
through  a  joint-venture,  or  effective  exclusion  from  the  largest  vehicle  market  outside 
the  US"^   In  retrospect,  a  senior  GM-Japan  manager  interviewed  for  this  project 
commented,  "When  people  in  Japan  or  the  US  complain  about  GM's  relative 
absence  from  the  Japanese  market,  they  should  not  forget  the  past.   We  certainly 
would  not  be  in  the  position  we  are  in  today  in  Japan,  if  we  had  been  allowed  to  do 
our  fixed  investment  in  distribution  twenty  or  thirty  years  ago,  as  we  tried. "^   The 
following  graph  from  Mason's  book.  American  Multinationals  "and  Japan,  shows  the 
results  of  Japan's  policies  regarding  foreign  direct  investment:^ 


Graph  9: 

Direct  Investment  Inflows  to  Selea  Developed  Market  Economies,  Percentage  Distribution,  1960-1979 
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From  Formal  Investment  Protectionism  to  Cost  Protectionism: 

In  the  1980s,  just  when  companies  like  Ford  and  GM  thought  that  they  might  finally 
get  the  chance  to  enlarge  their  market  positions,  the  fixed  and  operational  costs  of 
doing  business  in  Japan  skyrocketed  --  once  again  irrationalizing  the  investment 
playing  field.   Radical  cost  inflation,  for  the  most  part,  was  not  the  result  of  natural 
market  forces  working  in  a  liberalized  environment,  despite  what  some  may  assume. 
The  domestic  Japanese  economy,  in  a  number  of  key  areas  (such  as  the  real  estate 
and  financial  markets)  was  anything  but  liberalized.   Rather,  rising  costs  were  part  of  a 
government  strategy  designed  to  facilitate  the  expansion  of  Japanese  trade  and 
investment  overseas  while  minimizing  the  effects  of  liberalization  at  home.  We  term  this 
new  invisible  approach  to  protecting  the  Japanese  market:  cost  protectionism. 


Land  Policy,  the  Plaza  Accord, 
and  the  Birth  of  the  Bubble  Economy 

Since  the  end  of  the  Occupation  era,  as  a  major  industrial  policy  objective,  the 
Japanese  government  has  deliberately  tried  to  restrain  the  rational  development  of  the 
nation's  scarce  land  resources  through  tax,  zoning,  and  rent-control  policies  designed 
to  stifle  market  liquidity  and  efficient  usage.  The  avowed  purpose  of  these  anti-market 
land  policies  has  always  been  to  direct  available  economic  resources  (i.e.  income  and 
accumulated  savings)  away  from  consumers  interested  in  home  ownership  or 
improvement  and  toward  producers  building  products  for  export.^ 

Following  the  1 985  Plaza  Accord  (which  caused  the  Yen  to  appreciate  versus  the 
dollar),  the  Japanese  government  began  to  apply  a  tremendous  monetary  stimulus  to 
the  economy.   Ostensibly  the  rationale  for  letting  down  the  monetary  floodgates  was 
to  enlarge  domestic  market  demand  as  a  means  of  furthering  the  reduction  of  Japan's 
trade  surplus  with  the  US  that  the  Accord  had  set  in  motion.   However,  in  reality,  the 
government's  main  objective  was  to  help  Japanese  corporations,  which  were 
determined  not  to  lose  market  share  overseas,  successfully  cope  with  the  rising 
strength  of  the  Yen. 

The  impact  of  its  actions  was  awesome.  The  flood  of  currency  pouring  into  the 
economy  served  to  hyperstimulate  domestic  demand,  putting  bundles  of  low-interest 
Yen  into  the  hands  of  those  wishing  to  buy  land  in  the  nation's  capitol  (which  had 
been  identified  by  the  government  in  its  fourth  national  plan  as  the  "place  to  be  in  the 
twenty-first  century").   Not  surprisingly,  enlivened  demand  for  available  property  rapidly 
outstripped  the  artificially  meager  supply.   Thus,  ensued  a  speculative  "bubble"  on  a 
magnitude  greater  than  anything  previously  experienced  in  the  world. 
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The  Dimensions  of  the  Bubble 

The  pace  and  scale  of  land  price  appreciation  was  unbelievable.  The  "average"  value 
of  a  square  meter  of  land  in  Tokyo  at  the  beginning  of  1986  was  around  1  million  Yen 
($5,935).  Two  years  later  the  average  had  more  than  doubled  to  2.13  million  Yen 
(around  $16,640  --  given  the  Yen's  appreciation)!    In  fact,  by  1988  Japan's  theoretical 
land  value  had  risen  to  four  times  that  of  the  United  States  --  a  nation  25  times  its 
size!^^ 

Japan's  stock  market  soon  became  the  second  bastion  for  speculative  investment. 
With  the  explicit  encouragement  of  the  Ministry  of  Finance,  Japanese  banks  allowed 
companies  to  take  out  loans  against  up  to  80%  of  their  current  land  values.   Using 
their  wildly  inflated  property  assets  for  leverage,  firms  engaged  in  so-called  zaiteku 
(high  tech  finance)  speculation  in  the  equity  markets.   As  a  result,  the  Nikkei  index  of 
leading  stocks  more  than  tripled  between  1985  and  1989  (leading  it  in  theory  to 
soundly  exceed  the  value  of  the  much  larger  New  York  exchange). 


The  "Money  Machine" 

The  Japanese  government  had  created  what  journalist  Robert  Cutts  described  in  the 
Harvard  Business  Review  at  the  time  as  a  "money  machine"  fueled  by  "land  money" 
based  on  "a  kind  of  double  leveraging  of  the  land  itself:  capital  value  reflected  in  land 
prices  and  in  share  prices,  the  latter  realized  as  cash  through  liquidity  that  land 
speculating  had  created."  The  more  that  the  stock  market  rose,  the  more  that  stock 
values  (also  highly  leverageable  under  Japanese  regulations)  in  turn  could  be  used  to 
finance  greater  land  purchases.  It  appeared  as  something  of  a  "never-ending  circle"  in 
which  insiders  could  not  lose.^ 

Capitalizing  upon  this  "virtuous  cycle"  of  compounding  asset  and  stock  values, 
Japanese  companies  not  only  were  able  to  revive  export  competitiveness  in  the  face 
of  the  appreciating  Yen,  they  also  were  able  to  expand  their  operational  boundaries 
greatly.   On  the  homefront,  the  benefits  of  the  bubble  made  it  possible  for  companies 
to  invest  tremendous  amounts  of  money  in  new  plant  and  equipment,  streamline 
existing  operations  without  lay-offs,  and  write  down  accumulated  debt-loads.  Outside 
of  Japan,  the  bubble  empowered  both  major  and  minor  kaisha  (companies)  to  roam 
the  globe  buying  up  real  estate  and  expanding  their  foreign  production  capabilities 
with  seeming  impunity.   Japanese  overseas  investment  from  1980  to  1990  alone 
expanded  more  than  1 0  times. 
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Casualties  of  Cost  Protectionism:  Japanese  Consumers  and  Foreign  Producers 


What  benefitted  Japanese  business  hurt  both  Japanese  consumers,  searching  for  a 
lifestyle  truly  reflective  of  their  accumulated  wealth,  and,  to  an  even  greater  extent, 
foreign  companies,  seeking  long-deprived  access  to  the  Japanese  market.   Ironically, 
just  when  increased  affluence  should  have  made  it  attainable,  the  dream  of  Japanese 
urban  employees  to  live  in  a  decent-sized  house  somewhere  in  the  remote  vicinity  of 
their  workplace  was  shattered  by  the  artificially  created  reality  of  rising  real  estate 
prices.   For  example,  between  1 980  and  1 990  the  ratio  of  average  yearly  income  to 
the  cost  of  a  "normal"  sized  (which  in  Japan  means  small)  home  located  within  20 
kilometers  of  the  Tokyo  city  center,  more  than  doubled.    (See  Graph  10)   As  a  result, 
the  only  way  one  could  afford  to  purchase  an  urban  "dream  house"  was  to  take  out  a 
mortgage  repayable,  not  over  the  course  of  20  or  30  years,  but  over  a  60  to  1 00  year 
span,  committing  one's  children  or  even  "unborn  descendants"  to  the  task  of  fulfilling 
the  debt  obligations  of  their  dead  ancestors.   Apparently,  thousands  of  people  felt 
compelled  to  make  such  outrageous  commitments.^ 


Graph  10: 
Average  home  price  and  average  annual  wage 

Average  home  price,  as 
multiple  of  average  income, 
10km  from  center  of  Tokyo 


Average  home  price,  as 
multiple  of  average  income, 
10-20km  from  Tokyo  center 


National  average  income 
(millions  of  yen) 


Source:  Bsbsrv  no  Ktizaigoku,  (The  Economics  of  the  Bubble).  Slhonktuai  Shimbuiuya,    1993 


With  incomes  increasing,  those  unwilling  to  mortgage  their  family's  future  to  buy  a 
home  were  forced  to  find  other  ways  to  improve  their  standard  of  living.  For  example, 
many  stuffed  their  cramped  living  spaces  with  all  of  the  latest  hi-tech  consumer 
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gadgets  rolling  off  the  assembly  lines  of  Japanese  consumer  electronics  makers. 
These  were  typically  purchased  at  domestic  list  prices  which  were  frequently  more 
than  50%  higher  than  prices  for  the  same  product  sold  abroad  (thus  indirectly 
subsidizing  the  product  manufacturer's  international  price  competitiveness). 

But  a  rabbit-hutch  can  only  accommodate  so  much.   Therefore,  as  the  government 
intended,  the  Japanese  savings  rate  remained  remarkably  high.   It  was  kept  there  less 
by  a  popular  "spirit  of  frugality"  than  by  the  inability  of  the  average  Japanese  citizen  to 
do  the  one  thing  that  poll  after  poll  indicated  he  or  she  most  desired--  to  buy  a  new 
home,  or  improve  an  existing  one.   In  line  with  the  industrial-policy  objective,  "excess 
savings"  only  added  more  fuel  to  the  already-overpowered  "export  machine." 

From  the  perspective  of  foreign  firms,  the  costs  of  the  bubble  were  even  greater. 
Rising  costs  compounded  by  the  escalating  value  of  the  Yen  (which  was  supposed  to 
improve,  not  worsen,  foreign  business  prospects)  effectively  irrationalized  the  basic 
direct  investment  foreign  firms  need  to  do  business  in  Japan.'   Ironically,  this  occurred 
just  as  such  investment  should  have  been  flowing  into  the  country  in  response  to  the 
substantial  opportunities  produced  by  liberalization.   In  the  1991  survey  conducted  by 
the  ACCJ,  65%  of  respondents  cited  the  "high  costs  of  fixed  investment"  as  the 
number  one  barrier  to  increased  penetration  of  the  Japanese  market,    (see  Graph  1 1 ) 
64%  identified  "high  land  costs  or  high  rents"  as  the  primary  Japan-side  issue  affecting 
their  ability  to  do  business  in  Japan. 


Graph  11: 


"Which...  are  reasons  for  companies  being  unable  to 
better  penetrate  the  Japanese  market?" 

High  fixed  costs 

Difficulty  in  locating/keeping  personnel 

General  complexity  of  doing  business 

US  business  making  mistakes 

us  business  not  trying 

Complex  distribution 

Japanese  business  blocking  competition 

Japanese  government  not  encouraging  trade 

Japanese  government  restricting  trade 

US  government  not  encouraging  trade 


D  Major  ruion  I  Minor  reason 


Source:   Trade  and  Investment  in  Japan:  The  Current  Environment,  June  1991 
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The  Japanese  government,  through  policies  which  fostered  land-price  inflation, 
created  what  was  effectively  a  new  protectionist  wall  -  disguised  by  the  trappings  of  a 
"liberalized"  market  economy.   Protected  by  the  rising  wall  of  high  costs  Japanese 
companies  were  able  to  reap  all  of  the  benefits  of  free  trade  abroad  while  remaining 
effectively  sheltered  from  "foreign  invasion"  at  home.   As  the  President  of  a  large 
Japanese  electronics  company  puts  it,  "Outside  of  Japan  we  suddenly  could  go 
almost  anywhere  and  buy  almost  anything,  while  inside  of  Japan  you  could  go  almost 
nowhere  and  could  buy  almost  nothing.   This  is  just  what  we  had  prayed  for.''*' 
Testifying  to  the  startling  effectiveness  of  cost  protectionism,  by  the  end  of  the  decade 
the  ratio  of  Japanese  direct  investment  abroad  to  foreign  direct  investment  in  Japan 
was  20  to  1  in  favor  of  Japanese  interests  moving  overseas.'*^ 


Cost  Protectionism  -  Not  Naturally  High  Costs 

As  suggested  above,  extraordinarily  high  real  estate  prices  '(which  prop  up  the  cost 
structure  of  the  whole  economy)  in  Japan  are  not  a  "natural  phenomenon."   Many 
prominent  Japanese  economists  have  documented  in  great  detail  the  extent  to  which 
the  so-called  "land  problem"  [tochi  mondai)  exists  for  reasons  largely  divorced  from 
economic  logic.""   Instead  it  is  the  result  of  government  policies  -  such  as  those 
controlling  land  zoning,  leasing,  and  taxation  -  which  blatantly  favor  the  status  quo  of 
market  illiquidity  and  inefficiency.'*^   In  the  words  of  Japan's  foremost  expert  on  the 
land  problem.  Professor  Yukio  Noguchi,  of  Japan's  top  economics  school, 
Hitotsubashi  University: 

The  land  problem  in  Japan  has  been  caused  not  by  natural  constraints 
such  as  the  absolute  scarcity  of  land,  but  by  economic  factors,  in 
particular  distortions  in  the  tax  system  and  the  excessive  protection  of 
tenants  by  the  Land  and  House  Lease  Laws.  This  means  that  the  land 
problem  is,  in  principle,  solvable.   If  the  Land  and  House  Lease  Laws  are 
completely  abolished  and  the  distortions  in  land  taxation  are  removed, 
the  land  problem  we  face  today  will  become  far  less  formidable.   Under 
this  circumstance,  the  supply  of  space  would  increase  substantially,  and 
the  prediction  of  the  National  Land  Agency.. .that  Tokyo  should  have 
enough  space  to  accommodate  an  additional  five  million  more  people  in 
a  far  more  comfortable  environment  could  become  a  reality.'*^ 

The  extent  to  which  the  "land  crisis"  is  an  artificial  creation  is  illustrated  clearly  by  a 
host  of  current  statistics.   For  example,  a  recent  Japanese  governmental  study  found 
that  "approximately  1 60,000  acres  of  land  remains  within  the  greater  Tokyo  area  that 
can  be  developed  into  housing  tracts."   Equally  stunning  is  the  fact  that  the  average 
building  height  in  Tokyo  is  only  2.8  stories  (many  third  world  cities  are  taller). 
Moreover,  contrary  to  the  myth  propagated  by  certain  bureaucrats,  building  height  has 
no  relation  to  earthquake  safety.  According  to  Construction  Ministry  officials,  the 
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safest  buildings  in  Tokyo  are  in  fact  the  taller,  newer  structures.  Still,  the  government 
does  everything  it  can  to  ensure  that  Tokyo  grows  outward  rather  than  upward.  As  a 
result,  currently  only  40%  of  the  Tokyo  building  code's  "authorized  [height  to  building 
footprint]  ratio  is  actually  utilized." 


The  Bursting  Bubble?" 

Although  land  prices  finally  have  begun  to  decline  of  late  (quite  precipitously  in  some 
areas)  and  the  stock  market  has  crashed,  speculation  that  the  "bubble  economy"  has 
"burst"  in  many  ways  is  unfounded.   (Graph  12  shows  the  recent  decline  in  real  estate 
prices.) 


Graph  12: 


Japanese  Real  Estate  Prices 

Nationwide,  and  for  two  large  cities 
Index  1985  =  100 


"*"  Nationwide 
"•"Tokyo 
"^  Nagoya 


1986       1987       1988       1989       1990       1991       1992 
Source:  Tokyo  no  Tochi  (Land  in  Tokyo)  1992 


Price/earnings  ratios  on  the  "bust"  Tokyo  Stock  Exchange  still  exceed  those  of  the 
booming  New  York  exchange  by  more  than  40%.   Further,  in  dollar  terms,  overall  land 
costs  are  still  almost  twice  what  they  were  at  the  beginning  of  the  decade  (and 
comparably  almost  4  to  5  times  what  they  are  in  other  major  cities  in  the  world).  A 
survey  published  at  the  end  of  1 992  showed  that  a  square  meter  of  land  in  downtown 
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Tokyo  still  averaged  $6,000;  a  comparable  "spot  on  the  ground"  in  Los  Angeles  would 
have  cost  approximately  $108.  Equally,  office  and  apartment  rents  (while  certainly  on 
the  decline)  continue  to  be  more  than  twice  as  high  as  those  in  New  York  - 
America's  "cost  capital."  Demand  still  greatly  outstrips  supply.  What  the  highly- 
respected  economic  weekly  Toyo  Keizai  {The  Oriental  Economist)  on  January  23, 
1993  called  a  "precipitous  decline"  in  building  occupancy  in  Tokyo's  prime  Shinjuku 
ward  office  district,  in  reality,  was  only  a  petty  change:  from  99.5%  to  just  less  than 
96%!'^ 

The  bottom  line  is  that  Japan  remains  an  incomparably  expensive  place  in  which  to 
invest,  operate,  or  live.   Japan's  top  industrial  body,  Keidanren,  openly  admits  this  in 
an  October  1992  report  on  the  Japanese  foreign  investment  climate:  "Although  the 
high  land  prices  in  Japan's  major  metropolitan  areas  are  starting  to  show  a 
downward  trend  due  to  the  bursting  of  the  economic  bubble,  they  are  still  very  high 
compared  to  other  countries,  with  various  government  policy  measures  providing  little 
in  the  way  of  noticeable  benefits.   With  little  hope  that  land  prices  will  decline  sharply 
anytime  soon,  the  high  cost  of  land  will  continue  to  keep  initial  costs  associated  with 
new  investment  into  Japan  higher  than  in  other  countries,  and  reduce  expected  return 
of  investment."^^ 


Cost  Protectionism  Continued:  The  Bubble  Within  the  Bubble 

The  reason  prices  will  remain  much  higher  in  post-bubble  Japan  than  in  other  places 
where  bubbles  have  burst  is  that  the  underlying  policies  which  led  to  the  bubble's 
creation  in  the  first  place  (such  as  hyper-regulation  of  urban  land  and  excessive 
capital  market  interventionism  by  the  Ministry  of  Finance  (MOF)),  remain  untouched. 
There  is  still  almost  no  effective  taxation  of  property  and  the  capital  gains  tax  on  land 
transactions  is  extremely  high.  As  a  result,  liquidity  in  the  land  market  nationally  is  still 
only  around  1  %  on  an  annual  basis.   Equally,  the  MOF  continues  to  act  as  if  "Japan 
has  surpassed  capitalism"  -  to  quote  the  title  of  a  book  by  one  of  its  senior  officials, 
Eisuke  Sakakibara.'^  On  a  daily  basis  MOF  attempts  to  fool  world  markets  by 
"guiding"  massive  amounts  of  cash  (reportedly  approaching  $47  billion  in  1 992 
alone!)  into  theoretically-bankrupt  financial  institutions  to  keep  them  "afloat,"  rath. 
than  closing  their  doors,  refunding  depositors,  and  letting  the  market  "clear."  As  long 
as  such  anti-market  policies  are  maintained,  a  "bubble  within  the  bubble"  will  remain 
inherently  inflated  inside  the  economic  structure. 


Japanese  Cost  Protectionism  and  Japan's  Trade  Surplus 

Eliminating  Japan's  cost  protectionist  policies  would  also  be  likely  to  help  in  reducing 
Japan's  bloated  global  current  account  surplus  (i.e.  that  in  goods  and  services).  As 
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we  note  above  in  our  discussion  of  the  effect  of  fiigh  costs  on  foreign  direct 
investment,  anti-market  land  policies  prevent  Japan's  scarce  urban  land  resources 
from  being  developed  in  a  rational  manner.  The  current  policies  radically  constrain  the 
supply  of  available  commercial,  industrial  and  residential  property  in  urban  areas.   This 
constraint  sends  land  prices  to  absurd  levels  as  demand  massively  outstrips  supply. 
The  ultimate  effect  is  that  Japanese  consumers--  deprived  by  outrageous  costs  of  the 
potential  to  invest  rationally  in  new  or  improved  homes-  save  far  more  money  than 
their  counterparts  in  other  countries. 

The  connection  between  Japan's  high  savings  rate  and  its  large  current  account 
imbalance  may  be  explained  in  two  ways  -  from  the  macroeconomic  perspective,  and 
the  microeconomic.   From  the  macroeconomic  viewpoint,  high  savings  removes 
income  from  potential  consumption,  and  thereby  suppresses  the  potential  market  for 
imported  goods.   The  view  from  the  microeconomic  level  is  somewhat  more 
complicated.    First,  the  great  supply  of  savings  lowers  the  cost  of  capital,  and 
therefore  lowers  the  cost  of  investment.   Because  the  price  of  land  in  Japan  is 
prohibitive,  an  usually  large  pool  of  money  is  available  for  plant  and  equipment 
investment  (which  Japanese  tax  laws  favor).   This,  combined  with  their  ability  to  freely 
leverage  appreciating  real  estate  and  stock  assets,  enabled  companies  over  the  last 
ten  years  "rationally"  to  over-invest  in  expanding  productive  capacity  -  even  when 
such  capacity  is  already  in  surplus.   Such  "excess  investment"  further  fuels  Japan's 
already  over-energized  export  machine,  and  thus  forces  Japanese  consumers  to 
suffer  for  the  sake  of  industry.    The  overall  effect  is  that  Japan  possesses  the  most 
inefficiently-developed  and  most  costly  land  resources  in  the  industrialized  world,  as 
well  as  an  industrial  structure  that  is  biased  toward  surplus  exporting.  These  macro- 
and  micro-economic  structural  realities  help  explain  why  Japan  today  has  current- 
account  surpluses  of  historical  dimensions  with  a\\  of  its  major  trading  partners. 

We  can  only  imagine  how  much  better  off  the  Japanese  people  and  Japan's  trading 
partners  might  be,  were  the  government  to  abandon  cost  protectionism  and  truly 
liberalize  its  domestic  market.   For  example,  if  the  Japanese  government  were 
substantially  to  reverse  its  present  course  -  i.e.  abandon  its  anti-market  land  policies 
and  economically  stimulate  the  comprehensive  development  of  its  scarce  land 
resources  -  consumers  and  investors  would  suddenly  take  advantage  of  opportunities 
to  purchase  or  develop  tracts  of  property  rationally.   Property  costs  would  fall,  supply 
would  increase,  and  the  savings  rate  would  decrease.  As  consumption  rose,  imports 
would  also  increase;  domestic  demand  would  suck  up  more  products  currently 
destined  to  be  exported;  and  as  the  pool  of  "excess"  savings  drained,  "excess" 
industrial  investment  would  shrink  to  more  modest  levels. 

Moreover,  as  a  result  of  the  Japanese  consumer's  new  capacity  to  develop  property 
rationally,  the  size  of  the  average  Japanese  home  would  likely  grow.   This 
development,  in  turn,  would  expand  the  market  for  consumer  goods,  as  consumers 
would  rush  to  furnish  their  new  and  improved  homes.  In  this  scenario,  Western 
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manufacturers  would  benefit  especially,  because  their  products  are  generally  designed 
according  to  a  larger  scale  than  is  currently  appropriate  in  much  of  Japan.  Thus,  for 
example,  in  order  for  Amana  and  Whirlpool  to  sell  in  Japan,  their  refrigerators  and 
washers  would  no  longer  need  to  be  redesigned  according  to  "rabbit-hutch" 
specifications.   In  short,  consumers  and  foreign  exporters  to  Japan  might  finally  get 
their  fair  share  of  the  benefits  of  Japanese  economic  growth.  Japan's  current  account 
imbalance,  which  is  driven  to  a  great  extent  by  savings  differentials  between  Japan 
and  its  trading  partners,  would  not  disappear.   However,  its  size  could  be  reduced 
substantially. 


TIME  FOR  A  CHANGE 

Japan  Dis-lncorpcrated  and  the  Rising  Potential  for  Foreign  Market  Access 

Today,  the  potential  appears  to  be  growing  for  foreign  companies  to  penetrate  the 
Japanese  market  and  to  succeed  as  genuine  insiders.   In  spite  of  Japanese 
government  attempts  to  "control  the  situation."  Japan's  insider  economy  is  slowly 
turning  outward  in  a  manner  which  should  expand  American  business  prospects. 

As  a  benefit  of  the  recessionary  economy,  an  increasing  number  of  cracks  are 
appearing  in  the  previously  seamless  keiretsu  industrial  groupings.  Longstanding 
affiliated  supplier  and  producer  relationships  have  become  brittle  under  the  pressure 
of  market  restructuring.   Some  subcontractors,  facing  threats  by  their  keiretsu  partners 
either  to  increase  their  productive  efficiency  and  quality  of  output,  or  to  face  the 
consequences,  are  reportedly  failing  to  meet  these  demands  and  are  being 
abandoned. 

This  atypical  discord  should  represent  an  opportunity  for  competitive,  well-positioned 
and  committed  foreign  companies  to  break  into  the  Japanese  system  via 
independently  controlled  direct  investment,  or  even  through  a  white-knight  acquisition 
of  an  ailing  firm.    Nevertheless,  notwithstanding  the  growing  potential  for  foreign 
business  to  make  headway  in  the  Japanese  market,  one  major  obstacle  remains  in 
their  path. 

Japan:  Ever  the  More  an  Outlier 

The  possibility  of  a  dramatically  increased  foreign  business  presence  in  Japan 
continues  to  be  undermined  by  "cost  protectionism."   Even  with  the  perceived 
"bursting  of  the  bubble,"  costs  in  Japan  are  still  far  too  high  (relative  to  costs  in  other 
major  markets)  to  attract  the  interest  of  many  large  American  or  other  multinationals- 
let  alone  that  of  small  or  medium-sized  firms.  American  corporate  experiences  in 
Japan  contrast  with  their  experiences  elsewhere,  even  in  nations  that  have  only 
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recently  acknowledged  the  right  of  individuals  to  hold  private  property  and  the 
legitimacy  of  the  market  economy  system.   For  example,  as  is  evidenced  by  their 
rapidly  increasing  trade  and  investment  there,  American  companies  reportedly  find 
The  People's  Republic  of  China  today  to  be  a  much  more  favorable  place  to  do 
business  than  they  have  found  Japan  to  be  at  any  time  over  the  last  forty-five  years. 
Such  a  contrast  has  fueled  disillusionment  with  Japan  as  a  "fair"  trading  partner.   This 
frustration  is  being  compounded  further  by  changes  in  the  strategic  environment  in 
East  Asia,  such  as  the  dissipation  of  the  overriding  threat  of  Soviet  expansionism,  that 
are  drawing  attention  away  from  the  security  aspects  of  Japan's  relations  with  America 
toward  those  of  the  economic  realm. 

Essentially,  what  people  are  realizing  is  that  the  old  rationale  for  maintaining  a  "special 
US-Japan  relationship"  may  not  easily  translate  to  the  post-Cold  War  world.   A 
potential  crisis  is  on  the  horizon.   In  order  to  avert  serious  deterioration,  we  firmly 
believe  that  aggressive  actions  must  be  taken  to  set  the  relationship  on  a  new  solid 
footing  geared  toward  the  future,  not  rooted  in  the  past. 


The  need  for  A  New,  Post-Revisionist  USJapan  Trade  Policy 
based  on  Constructive  Engagement,  not  Containment 

With  the  end  of  the  Cold  War,  economics  has  come  to  influence  the  US-Japan 
relationship  as  greatly  as  politics  and  security.   In  order  to  address  this  "new 
reality,""'  we  believe  that  a  new  US  approach  toward  Japan  is  essential.   As  we  see 
it,  unless  one  sees  hope  in  the  continuation  of  past  policies  of  "benign  neglect,"  we 
must  change  our  approach  toward  Japan. 

One  approach  -  touted  by  revisionists  and  micro-level  industrial  policy  advocates- 
calls  on  the  government  to  manage  bilateral  trade  in  areas  which  are  deemed 
"strategically  important."   In  Cold  War  terms,  this  is  pure  containment  theory  in  action. 
The  US  government's  containment  approach  during  the  first  part  of  the  Cold  War 
(which  regarded  underlying  sources  of  conflict  as  unsolvable)  contributed  to  increased 
East-West  tensions.   Whatever  the  merits  of  containment  in  a  Cold  War  context,  such 
a  strategy  applied  to  the  economic  relationship  between  the  United  States  and  Japan 
is  simply  inappropriate.  An  economic  containment  strategy  towards  Japan  would  be 
likely  to  increase  US-Japanese  political,  as  well  as  economic,  tensions,  and,  moreover, 
would  fail  to  bring  about  a  fundamental  improvement  in  the  position  of  US  companies 
in  Japan. 

A  different,  and  what  we  believe  to  be  a  better  approach,  is  to  largely  forsake 
government  interference  in  the  ultimate  market  of  goods  and  services  and  focus 
instead  on  micro-  and  macro-  input-factors  which  affect  the  behavior  of  firms.  This  is 
analogous  to  the  constructive  engagement  strategy  employed  by  America  in  the  later 
stages  of  the  Cold  War.  It  emphasizes  long-term  mutual  benefits  rather  than  short- 
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term  relative  gains.   It  addresses  underlying  causes  of  friction  through  active 
engagement  of  structural  differences  -  not  necessarily  in  the  hope  of  eliminating  such 
cleavages,  but  with  the  goal  of  minimizing  their  impact  on  political  and  economic 
relations.   Such  a  positive  approach  is,  in  many  ways,  a  much  more  difficult  and 
demanding  strategy  to  implement  than  its  alternative.   Nevertheless,  the  hard  work  of 
constructive  engagement  will  produce  lasting  hard  benefits  for  American  business  and 
government,  while  the  quick-trigger  action  of  containment  would  produce  nothing 
more  than  ephemeral  relief  for  industry  and  destabilize  our  still  important  political 
relationship.   In  short,  where  containment  is  about  bridge  burning,  constructive 
engagement  is  about  bridge  building. 


Ckjnstructive  Engagement  in  Action 

Thus,  we  believe  that  the  US  government  should  neither  tell  the  Japanese  consumer 
which  products  to  buy  nor  constrain  the  activities  of  Japanese  companies  in  the  US 
via  managed  trade.   Rather,  we  propose  that  the  US  government  pressure  Japan  to 
eliminate  policies  which  make  it  the  most  expensive  country  in  which  to  operate  in  the 
world.   The  benefits  to  American  and  other  foreign  companies  attempting  to  do 
business  in  Japan  of  ending  cost  protectionism  (and  any  remaining  areas  of  overt 
protectionism)  will  be  exceeded  only  by  the  benefits  to  the  Japanese  people,  as  they 
will  finally  reap  the  ft-uits  of  their  considerable  wealth  and  improve  their  standard  of 
living. 

Although  the  drop  in  the  Japanese  real  estate  and  stock  markets  should  be  seen  as 
an  opportunity  for  rapid  action,  it  is  unrealistic  to  expect  that  far-reaching  changes  in 
the  cost  structure  of  the  Japanese  economy  will  come  about  quickly.   In  the  interim, 
therefore,  the  Japanese  government  should  be  encouraged  to  give  something  along 
the  lines  of  "host  nation  support"  to  foreign  businesses.  This  would  effectively  create 
"cost-countervailing  measures"  which  would  entice  competitive  American  and  other 
foreign  firms  rationally  to  invest  in  Japan,  while  allowing  the  market  to  determine  which 
firms  succeed  or  fail.  Japan  should  not  be  asked  to  level  its  economic  playing  field  to 
exactly  resemble  our  own,  but  it  must  do  much  more  to  equalize  it  for  American  and 
for  other  foreign  firms  who  were  prohibited  from  entering  Japan  when  costs  were 
reasonable. 

Understanding  the  benefits  of  greater  direct  investment,  Asian  countries  such  as 
Singapore  and  even  China  have  adopted  major  programs  to  lure  foreign  corporations 
to  their  shores.  The  Japanese  government  as  well  has  begun  to  step  up  efforts  to 
increase  trade  and  investment.  Thus  far,  however,  its  self-billed  "aggressive 
promotion  program,"  pales  even  in  comparison  with  those  programs  that  many 
individual  American  states  have  created  to  attract  Japanese  investment.   Furthermore, 
since  cost  and  cultural  barriers  are  much  larger  in  Japan  than  in  the  US  incentives  to 
foreign  businesses  must  be  considerable  to  be  effective. 
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The  US  Share  of  the  Burden 

Reading  this  report,  many  Japanese  will  undoubtedly  complain  that  our  proposals  are 
excessively  one-sided  and  that  they  fail  to  address  the  macro-economic  problems 
which  are  sapping  US  companies  of  competitiveness.  We  agree  that  in  order  to 
regain  the  broad-based  national  competitiveness  it  once  had,  the  United  States  needs 
to  go  through  a  period  of  domestic  structural  improvement  (what  the  Japanese  call 
kokunai  kaizen).   Each  of  the  measures  that  the  Japanese  government  recommended 
that  the  US  adopt  during  the  Structural  Impediments  Initiative  talks-  from  lowering  the 
federal  deficit  in  order  to  free  up  more  low  cost  money  for  R&D  and  plant  and 
equipment  investment,  to  strengthening  educational  standards-  are  important  and 
should  be  pursued. 

At  the  same  time,   however,  we  hold  that  the  burden  of  dealing  with  the  trade 
imbalance  and  idiosyncratic  "competitiveness"  problems  that  American  and  other 
foreign  firms  (as  well  as  Japanese  outsider  companies)  enco'unter  in  Japan  today 
rests  far  more  on  the  Japanese  government  than  on  the  American,  or  any  other 
foreign,  government.   As  we  noted  earlier,  a  tremendous  number  of  US  and  other 
foreign  companies  who  are  competitive  in  most  other  major  markets  going  head-to- 
head  with  Japanese  firms,  are  scarcely  present  in  Japan,  or  do  not  actively  pursue 
trade  at  all.   With  respect  to  this  problem,  Japan  is  at  fault,  and  now  that  it  can  afford 
to  make  amends,  it  must  do  so. 

This  does  not  mean  that  the  US  should  simply  sit  idly  by  and  wait  for  its  companies  to 
increase  investment  and  trade  with  Japan,  while  the  Japanese  government  makes 
necessary  changes.   The  process  has  to  be  two-way.   Thus,  in  addition  to  pursuing 
the  above-mentioned  macroeconomic  improvements,  we  suggest  that  in  the  short-to- 
medium  term  the  US  government  consider  an  array  of  measures  and  initiatives 
designed  to  help  improve  the  US  corporate  position  in  Japan. 


Policy  Proposals 

In  response  to  the  problems  identified  in  this  paper,  the  members  of  the  Wednesday 
Group  will  further  consider  the  following: 

MACRO-LEVEL  PROPOSALS: 

•       Replace  the  bilateral  Structural  Impediments  Initiative  (Sll)  talks  with 
Structure,  Trade,  Investment,  and  Competitiveness  (STIC)  talks.    The 
goal  of  these  talks  would  be  to  eliminate  Japan-side  barriers  to  increased 
US  trade  and  export-facilitating  investment  in  Japan.   Unlike  the  Sll,  STIC 
would  not  be  geared  toward  creating  a  more  "Americanized"  Japan,  but 
only  one  in  which  foreign  companies  could  gain  fairer  access  to  the 
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economic  system  and  compete  as  insiders.  The  STIC  talks  should  be 
conducted  in  cooperation  with  the  EC  and  APEC  (Asia  Pacific  Economic 
Cooperation).  This  would  underline  to  the  Japanese  Government  the 
fact  that  problems  with  the  Japanese  market  are  not  confined  to  US 
companies  --  but  are  equally  experienced  by  all  of  Japan's  major  trading 
partners. 

Reinvigorate  the  Market-Oriented  Sector-Specific  negotiations  (MOSS)  in 
all  areas  in  which  foreign  companies  are  inhibited  by  regulatory  or  tariff 
barriers  from  becoming  fully  integrated  into  the  Japanese  market. 

As  an  interim  measure,  the  Japanese  government  should  be  called  on  to  offer 
significant  "bridge  incentives"  to  minimize  the  "excess"  costs  of  new  investment 
in  Japan  (as  compared  to  other  advanced  industrialized  nations). 

-  This  position  is  reasonable,  given  the  decades  of  US  toleration  (inspired 
by  the  Cold  War)  of  overt  restrictions  on  trade  and  investment  in  Japan. 
The  US  has  given  Japan  fair  access  to  its  economy  while  at  the  same 
time  protecting  Japan's  strategic  interests  regionally  and  internationally. 

-  The  Japanese  government  has  already  initiated  a  number  of  programs  to 
facilitate  direct  investment  and  trade.   Nonetheless,  its  efforts  remain 
insignificant  when  compared  to  those  which  American  states  like 
Kentucky  and  Tennessee  on  their  own  have  offered  to  facilitate  Japanese 
investment. 

-  The  goal  should  not  be  to  guarantee  "success"  for  companies  investing 
in  Japan,  but  to  give  those  that  can  compete  with  the  Japanese  the 
chance  to  do  so  on  Japan's  home  turf.  This  way  the  market,  not  some 
government  industrial  or  trade  policy  maker,  would  ultimately  decide  who 
wins  and  loses. 

-  In  addition,  a  number  of  non-tariff  barriers  remain  in  place  in  scattered 
sectors  and  sub-sectors  of  the  Japanese  economy.  These  range  from 
discriminatory  regulations  aimed  at  foreign  telecommunications  products, 
to  a  general  unwillingness  by  the  Japanese  to  accept  American 
Environment  Protection  Agency  (EPA)  and  the  Food  and  Drug 
Administration  (FDA)  data  in  applications  for  new-product  licensing. 
Although  we  believe  that  the  problems  associated  with  these  barriers 
have  much  less  of  an  overall  impact  than  those  associated  with  cost 
protectionism,  we  agree  with  such  organizations  as  the  ACCJ  that  these 
fragments  of  Japan's  overt  protectionist  fabric  should  be  eliminated. 
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MICRO-LEVEL  PROPOSALS: 

Increase  the  trade  promotion,  advisory,  and  problem-solving  infrastructure 
available  to  US  companies  in  Japan  by  constructing  a  US-Japan  Trade 
Development  Center.   The  facility  would  embody  a  new  government-business 
partnership  toward  increasing  US  corporate  penetration  of  the  Japanese 
market.   It  would  house  the  export  promotion  offices  of  industry  associations, 
state  governments,  and  the  Foreign  Commercial  Service  -  all  of  which  are 
under-represented  in  Japan. 

Increase  the  Commerce  Department's  APEC-lndustry  Cooperator 
Program  funding  to  underwrite  partially  the  establishment  of  many  more 
US  Industry  Association  offices  in  Japan.   (All  of  which  could  be  housed 
eventually  in  the  Trade  Development  Center). 

Create  a  new  Deputy  US  Trade  Representative  for  Jap'an.  This  individual 
would  be  based  in  Tokyo  (perhaps  within  the  US-Japan  Trade 
Development  Center)  and  would  be  empowered  to  address  sector- 
specific  disputes  on  a  constant  basis,  and,  when  necessary,  to  set 
priorities  for  action  under  US  trade  law. 

•  Establish  a  number  of  design-in  "incubator"  facilities  in  major  industrial 
producing  areas  in  Japan  to  spur  on  the  integration  of  more  small-  and 
medium-sized  American  manufacturers  into  Japanese  corporate  supply 
networks.   The  incubator  would  provide  low-cost  office  space  to 
companies  for  an  initial  year  to  two  year  period  as  well  as  extensive 
matchmaking,  education,  and  advice  services. 

Call  on  the  Department  of  the  Treasury  to  study  the  renegotiation  of  existing  tax 
treaty  clauses  in  order  to  lessen  the  excessive  tax  burden  on  American 
companies  and  their  executives  in  Japan. 

Create  financial  incentives  to  encourage  trade-facilitating  direct  investment  in 
Japan. 

•  Launch  a  government-industry  joint  initiative  to  educate  companies  and  their 
executives  about  the  Japanese  economic  environment  and  Japanese  language 
and  culture  (as  the  EC  has  done  with  great  success). 

Facilitate  greater  study  of  Japanese  language  in  the  US  at  the 
intermediate  and  advanced  levels,  by  increasing  the  number  of  so-called 
FALCON  (Full-Year,  Asian  Language  Concentration)  Programs.   In 
addition,  to  further  enhance  Americans'  understanding  of  Japan,  new 
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programs  could  be  established  to  increase  corporate  awareness  of  how 
the  Japanese  economy  operates. 

Partially  restructure  the  mission  of  the  United  States  Information  Agency 
in  Japan  to  include  educating  American  businessmen  about  the 
Japanese  business  culture  as  a  major  objective. 

Authorize  the  State  Department  to  begin  negotiations  with  the  Japanese 
government  to  settle  certain  copyright  infringement  issues.  This  has 
prevented  the  US  government  from  distributing  to  business  the 
tremendous  volume  of  Japanese-language  science  and  technology 
(S&T)  and  business-related  material  that  the  Foreign  Broadcast 
Information  Service  translates  daily. 


CONCLUSION 

Constructive  Engagemerrt  and  the  US-Japan  Business  Relationship 

In  conclusion,  despite  all  of  the  negative  rhetoric  it  inspires,  Japan  is  the  home  of  over 
120  million  well-off  and  highly-educated  consumers  and  a  large  number  of  the  world's 
leading  companies.   The  costs  of  not  taking  on  the  Japanese  on  their  home  turf  are 
becoming  prohibitively  high  for  American  industry.    Failing  to  become  integrated  into 
the  Japanese  corporate  network  undermines  the  competitiveness  of  American 
companies  internationally  versus  their  Japanese  counterparts.   US  companies  must  be 
willing  and  able  to  penetrate  the  heart  of  the  Japanese  economy.  They  must  no 
longer  be  content  to  reside  at  the  periphery  or  to  cling  to  the  belief  that  no  matter  how 
hard  they  try  they  cannot  succeed  as  they  do  in  other  markets. 

However,  the  American  and  Japanese  govemments  must  realize  that  the  low  level  of 
US  corporate  participation  in  the  Japanese  economy  is  not  simply  the  result  of 
management's  unwillingness  to  adapt  to  the  Japanese  way  of  doing  business. 
Whatever  the  costs  of  continuing  to  avoid  Japan  may  be  to  American  global 
competitiveness,  if  companies  cannot  afford  the  expense  of  doing  business  in  Japan, 
they  will  not  do  business  in  Japan. 

The  time  has  come  to  take  a  hard  look  at  where  the  United  States  is  going  and  where 
it  should  go.  With  the  Cold  War  over,  the  focus  of  the  US-Japan  relationship  has 
shifted  away  from  external  political  threats  to  internal  problems  of  economics  and 
business  competitiveness.   In  America,  turning  inward  has  led  in  the  past  to  the 
adoption  of  self-centered  protectionist  policies.  Yet  today  the  power  of  the  government 
to  constrain  trade  is  limited.   Due  to  the  increasing  reliance  of  American  manufacturers 
on  Japanese  suppliers  and  the  affinity  c   American  consumers  for  competitively- 


31 


85 


priced,  high-quality  Japanese  goods,  it  would  be  very  difficult  to  shut  Japan  effectively 
out  of  the  US  market. 

At  the  same  time,  however,  a  deepening  trade  relationship  between  the  US  and  Japan 
is  a  good  thing  only  to  the  extent  that  it  benefits  both  parties  equally.   Structural 
dependence  of  American  manufacturers  on  Japan  must  be  distinguished  from 
structural  interdependence  between  American  and  Japanese  companies. 
Interdependence  will  foster  political  harmony  between  our  nations,  while  dependence 
fosters  only  mistrust  and  fear.   This  is  especially  the  case  when  the  exclusion  of 
foreign  business  from  Japanese  markets  is  generally  caused  by  Japanese 
government  policies  rather  than  by  the  strength  of  Japanese  producers. 

The  Japanese  have  a  saying:  "the  nail  that  sticks  up  gets  hammered  down."  The 
Japanese  government  and  people  must  realize  that  due  to  their  pattern  of  unbalanced 
trade  and  investment,  Japan  today  appears  internationally  like  a  protruding  nail.   The 
impotence  in  Japan  of  othenwise  internationally-competitive  A'merican  companies, 
compounded  by  the  inability  of  the  American  government  to  effect  solutions  to  trade 
imbalances,  threatens  to  dissolve  the  bonds  of  trust  which  have  united  America  and 
Japan  throughout  the  Cold  War  era.   Unless  more  American  companies  become  as 
indispensable  a  part  of  the  Japanese  economic  system  as  many  Japanese  firms  have 
become  in  the  US,  Japan  will  be  seen  as  taking  from,  but  not  giving  to  the  US.   In 
spite  of  our  dependence  upon  trade  with  Japan  and  Japan's  dependence  upon  open 
US  markets,  popular  enmity  will  certainly  rise. 

The  US-Japan  relationship  will  not  simply  disappear,  but  it  may  well  become 
increasingly  weak.   If  our  perceived  sense  of  commonality  and  fair  play  is  undermined 
by  reality,  we  will  have  fewer  reasons  to  work  together.   Coming  at  a  time  when  close 
US-Japan  cooperation  is  extremely  important  for  the  maintenance  of  international 
peace  and  economic  stability,  such  a  scenario  could  well  be  disastrous. 

Professor  Ernest  May,  of  Harvard  University,  is  fond  of  telling  his  students  that  "history 
does  not  repeat  itself,  it  just  rhymes."  The  current  rumblings  of  past  resentments 
between  America  and  Japan  testify,  perhaps,  to  the  grain  of  truth  in  Professor  May's 
dictum.     However,  in  the  end,  the  future  need  not  rhyme  with  the  past.  Today,  a  new 
course  for  US-Japan  relations  can  and  must  be  set.   Systemic  differences  and 
lingering  barriers  cannot  be  wished  away.   On  the  contrary,  they  must  be  confronted 
and  constructively  engaged.   We  must  strive  to  create  real  political  and  economic 
interdependence,  and  cease  fostering,  intentionally  or  unintentionally,  unilateral 
economic  or  political  dependency.   Government  and  business  on  both  sides  of  the 
Pacific  must  realize  that  although  the  cost  of  action  may  be  high,  the  cost  of  inaction  is 
certainly  much  higher.   At  stake  is  not  simply  the  economic  and  political  relationship 
between  two  great  nations,  but  the  future  well-being  of  the  entire  world. 
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Endnotes 

1 .  Richard  Samuels,  Japanese  Political  Studies  and  the  Myth  of  the  Independent  Intellectual,  in 
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Morse,  then  Vice  President  of  the  Economic  Strategy  Institute,  Washington,  DC,  February  28, 
1991  (Morse,  it  should  be  noted,  is  not  a  subscriber  to  the  "containing  Japan"  thesis). 
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5.  This  comment  was  made  to  a  group  of  reporters  during  lacocca's  visit  to  Japan 
accompanying  then-President  George  Bush  in  January,  1992  (reported  on  Asahi-  Japanese 
television,  January  8,  1992). 

6.  lacocca  Talks  on  What  Ails  Detroit,  Time,  February  12,  1990,  p.68.   In  lacocca's  words, 
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backlash.   I'm  not  suggesting  a  real  shooting  war,  but  I'm  suggesting  a  great  wave  of 
protectionism  If  they  really  level  us." 

7.  For  durable  manufactures  in  1990,  the  figure  was  45%.  See  Tsushou  Hakusho  (Mm  White 
Paper  on  Trade)  TsuSan-sho:   1991,  p.216. 

8.  From  GaJshi-Kei  Kigyou  Koudou  Chousa,  Houjin  Kigyou  Toukei,  MITi,  1991  and  Survey  of 
Current  Business,  US  Department  of  Commerce,  1989. 
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1 0.  For  a  full  discussion  of  how  relationships  effect  business  in  Japan,  again  see  our  forthcoming 
companion  piece  -  Insider  Capitalism. 
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1 992,  p.  12.   Reprinted  here  with  the  publisher's  permission. 
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resources;  also  see,  Shimada  Haruo,  Nihon  Keizai  Mujun  to  Saisei,  especially  the  section 
entitled  tochi  to  kinyuu  ga  nihon  o  hizumeru  {Land  and  finance  have  distorted  Japan),  pp.  3-46. 
In  English,  a  real  tour  de  force  effort  is  the  group  effort  of  a  number  of  top  Japan  scholars, 
John  Haley  and  Kozo  Yamamura,  Eds.,  Land  Policy  in  Japan:  A  Policy  Failure?    Seattle: 
Society  for  Japanese  Studies,  1992.  The  numerous  fine  reports  on  the  state  of  land  and  stock 
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op.  cit. 

45.  Noguchi,  Land  Problems  and  Policies,  In  Haley  and  Yamamura  Eds.  op.cit.,  p.30. 
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46.  See  'Sengo  Saidai  no  Biru  Busoku:  Deguchi  ga  Mieru  no  wa  hayukute  10  nen-go'  (The 
Biggest  Shortage  of  [new]  Building  in  the  Post  War  Period:  At  the  fastest  it  will  be  ten  years 
before  the  exit  appears"),  Shukan  Toyo  Keizai.  January  23,  1993,  pp. 6-20. 

47.  See  Improvement  of  the  Investment  Climate  and  Promotion  of  Foreign  Direct  Investment  Into 
Japan,  issued  by  Keidanren,  Octotjer  27,  1992,  p.  16. 

48  Sakakibara  Eisuke,  Shihonchuai  o  Koeta  Nihon  (The  Japan  that  has  Surpassed  Capitalisrri). 
Tokyo,  Toyo  Keizai  Shimbunsna,  1990.  As  Sakakibara,  Deputy  Director  General  in  the 
International  Finance  Division  of  Japan's  Ministry  of  Finance,  puts  it  in  this  provocative  book. 

What  differentiates  the  Japanese  model  from  others  is  the  non-existence  of  capitalists  in 
the  system.  Although  the  relative  power  of  capitalists  has  been  substantially  eroded  both 
in  Europe  and  the  United  States  since  the  Great  Depression,  Japan  has  gone  to  the 
extreme  of  eradicating  the  capitalist  class  as  a  whole... 

49.        Peter  Drucker  -  whose  term  this  is  -  also  proposes  that  the  US  government  adopt  a  new 
trade  policy  toward  Japan  emphasizing  'reciprocity'  (a  major  part  of  our  suggested 
constructive  engagement  approach.  See  Drucker,  The  New  Realities.  New  York:  Harper  and 
Row,  1989,  pp.  129-1 32. 
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About  the  Wednesday  Group 

The  House  Wednesday  Group  is  a  Republican  organization  founded  in  1963  in  the  US 
House  of  Representatives.  It  provides  a  forum  through  which  its  Members  discuss 
politics  and  policy,  develop  legislative  proposals,  and  advance  their  knowledge  on  issues 
of  shared  concern. 

The  thirty-seven  Wednesday  Group  Members,  chosen  by  invitation  and  representing  a 
diverse  range  of  geographical  and  ideological  backgrounds,  meet  every  week  to  discuss 
their  ideas.  The  Group,  whose  Chairman  is  Jim  Kolbe  of  Arizona,  is  supported  by  a 
professional  staff  that  arranges  seminars  with  leaders  in  the  policy  community,  conducts 
research  for  reports  on  major  issues,  and  works  with  the  Members  to  develop  legislation. 

Other  ongoing  Wednesday  Group  work  includes  welfare  and  health  care  reform  projects. 
In  October.  1991  the  Group  released  a  paper  entitled  Moving  Ahead:  Initiatives  for 
Expanding  Opportunity  in  America  which  identifies  and  discusses  a  number  of  social 
policy  initiatives.  In  March,  1992  the  Group  released  a  paper  entitled  Bridging  the  Gap: 
l-lealth  Care  Coverage  for  Low-Income  Families  which  furthers  the  health  care  reform 
discussion  in  Moving  Ahead  and  proposes  a  strategy  for  improving  access  to  health  care 
for  the  nation's  poor.  In  July,  1992  the  Group  issued  the  paper  Primer  on  Medicaid 
Waivers,  ERISA  and  State  Health  Initiatives.  This  report  is  a  primer  on  the  Medicaid 
waiver  process  and  the  Employee  Retirement  Income  Security  Act  as  these  regulations 
relate  to  state-based  health  care  reform  initiatives.  In  August,  1 992  the  Group  released 
the  report  Nev/  Directions:  Welfare  Refonv  in  Twelve  States. 

The  views  expressed  in  Beyond  Revisionism  do  not  necessarily  reflect  those  of  all 
Members  of  the  House  Wednesday  Group. 
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Chairman  Gibbons.  Well,  I  appreciate  your  fine  statement, 
David.  Are  there  questions  for  Mr.  Dreier? 

Mr.  Matsui.  I  just  would  like  to  thank  David  for  his  testimony 
and  for  all  the  work  he  has  been  doing  in  this  particular  area  and 
in  other  areas  as  well,  such  as  NAFTA,  I  think  that  this  framework 
agreement  is  a  first  step  toward  achieving  the  goal  of  more  open 
trade  between  the  two  countries,  and  so  we  appreciate  this.  Thanks 
for  your  testimony. 

Mr.  Dreeer.  Thank  you  very  much,  Bob. 

Chairman  Gibbons.  Good. 

Mr.  Shaw.  Mr.  Chairman,  very  briefly,  I  do  want  to  associate 
myself  with  Mr.  Dreier's  remarks.  I  think  that  the  idea  of  thinking 
about  a  free  trade  agreement  with  Japan  and  bringing  down  many 
of  the  barriers,  including  procedural  barriers  which  are  continually 
being  thrown  in  front  of  our  producers,  is  a  good  one.  I  want  to  em- 
phasize that  we  do  have  to  go  beyond  just  tariff  barriers  and  get 
involved  in  the  technical  areas  that  are  put  in  front  of  American 
producers  who  are  working  to  introduce  American  products  into  the 
Japanese  market. 

Mr.  Dreier.  Well,  Clay,  you  are  absolutely  right.  Traditionally, 
negotiations  in  trade  agreements  have  centered  primarily  on  tariff 
issues,  but  we  have  lound  from  the  negotiations  in  the  North 
American  Free  Trade  Agreement  and  the  side  agreements  that  this 
process  has  expanded  to  other  areas,  and  I  am  well  aware  that  the 
keiretsu  system  and  other  cultural  barriers  create  a  difficulty  for 
us,  as  does  Japanese  cost  protectionism,  and  so  my  vision  is  to  see 
us  deal  with  those  challenges  as  we  would  move  ahead  with  the  ne- 
gotiations of  the  United  States-Japan  free  trade  agreement. 

Mr.  Shaw.  Mr.  Chairman,  I  think  there  is  nothing  that  would  be 
better  for  the  American  economy  or  for  the  Japanese  consumers 
than  to  be  able  to  free  up  trade  on  both  sides  and  to  really  get 
down  to  a  free  market  and  perhaps  even  a  free  trade  agreement. 
Thank  you,  Mr.  Chairman. 

Chairman  Gibbons.  Thank  you. 

Mr.  Dreier.  Mr.  Chairman,  I  hope  I  have  been  able  to  help  get 
you  back  on  schedule  almost  as  much  as  if  I  hadn't  shown  up. 

Chairman  Gibbons.  Well,  no,  we're  glad  to  have  you  testify. 
Thank  you  very  much. 

Mr.  C.  Fred  Bergsten,  who  is  the  managing  director  for  the  Insti- 
tute for  International  Economics,  an  old  friend  of  this  committee, 
and  one  who  has  come  here  often  to  advise  us. 

STATEMENT  OF  C.  FRED  BERGSTEN,  DIRECTOR,  INSTITUTE 
FOR  INTERNATIONAL  ECONOMICS 

Mr.  Bergsten.  Thank  you  very  much,  Mr.  Chairman.  It  is  great 
to  see  all  of  you  again.  I  know  your  time  is  tight,  so  I  will  just  sum- 
marize briefly  some  of  the  remarks  that  are  in  the  prepared  state- 
ment that  I  have  given  to  you  this  morning.  Before  I  address  the 
United  States-Japan  arrangement,  I  want  to  join  in  the  congratula- 
tions to  Ambassador  Kantor  and  the  administration  for  their  suc- 
cess last  week.  I  think  this  was  the  most  successful  economic  sum- 
mit meeting  in  15  years. 

Chairman  Gibbons.  Good. 
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Mr.  Bergsten.  Now  that  is  not  saying  too  much  because  some 
of  the  summits  in  the  last  10  years  or  so  have  not  done  very  much 
at  all. 

Chairman  Gibbons.  But  we  are  improving  anyway. 

Mr.  Bergsten.  But  I  think  it  was  quite  a  positive  accomplish- 
ment. The  last  one  in  this  league  was  the  Bonn  summit  of  1978, 
which  you  may  remember  broke  the  deadlock  in  the  Tokyo  round 
of  trade  negotiations.  Bob  Strauss  always  said  that  had  it  not  been 
for  the  intervention  of  the  G-7  summit  in  1978  in  Bonn,  the  Tokyo 
round  would  never  have  come  to  a  successful  outcome.  I  think  what 
was  done  in  Tokyo  this  time  to  advance  the  Uruguay  round  has  an 
equivalentlv  important  impact,  and  for  that  and  several  other  rea- 
sons I  would  say  this  was  the  best  summit  in  15  years.  I  hope  you 
will  address  those  issues  soon.  I  am  sure  you  will. 

I  said  in  a  speech  in  January  that  the  G-7  is  dead  but  it  has 
to  be  revived,  and  I  think  this  summit  in  Tokyo  has  gone  a  long 
way  toward  doing  that.  On  the  United  States-Japan  issue,  which 
is  today's  topic,  your  focus  is  trade  policy,  and  I  want  to  spend  most 
of  my  time  on  that.  I  do  want  to  say  one  word  at  the  outset  on  the 
macroeconomic  picture,  specifically  the  trade  balances.  The  Japa- 
nese global  current  account  surplus  is  a  big  global  economic  prob- 
lem, Japan  is  the  only  country  in  the  G-7  running  a  surplus,  and 
it  is  the  only  country  in  the  world  now  running  a  large  and  grow- 
ing trade  and  current  account  surplus.  The  situation  is  the  reverse 
of  what  it  was  back  in  the  mid-1980s  when  Japan  had  its  last  big 
surplus.  At  that  time  the  United  States  was  running  a  massive  def- 
icit and  everybody  else  was  in  surplus.  It  was  clearly  an  American 
problem.  Our  dollar  was  overvalued;  our  budget  deficit  was  soaring. 
It  was  our  problem.  We  had  to  initiate  and  take  the  bulk  of  the 
corrective  action. 

This  is  no  longer  the  case.  We  still  have  a  deficit  but  it  is  much 
lower.  It  is  not  rising  very  much.  It  is  only  about  1  percent  of  our 
GNP.  We  still  have  a  lot  of  work  to  do,  but  the  Japanese  surplus 
now  stands  out  like  a  sore  thumb.  It  therefore  is  the  central  prob- 
lem to  be  addressed. 

Part  of  the  solution  lies  within  the  realm  of  trade  policy,  and  I 
will  come  back  to  this  in  a  moment.  But  the  one  comforting  aspect 
of  the  Japanese  surplus  problem  is  we  know  what  causes  it  and  we 
know  what  to  do  about  it.  There  are  basically  two  causes.  One  is 
the  domestic  recession  in  Japan.  Japan's  domestic  demand  has 
been  flat  or  declining  for  2  years.  Their  imports  have  dropped;  they 
have  got  to  get  their  economy  growing  again  through  domestic  de- 
mand expansion  in  order  to  begin  again  importing  and  bringing 
down  their  surplus. 

Second  and  most  important,  and  I  have  talked  to  you  frequently 
on  this  topic,  is  the  exchange  rate  of  the  yen.  The  exchange  rate 
of  the  yen  has  a  powerful  effect.  My  and  Marcus  Nolan's  new  book, 
which  has  already  been  referred  to  here  several  times,  shows  that 
every  1  percent  change  in  the  exchange  rate  of  the  yen  changes  the 
Japanese  global  current  account  balance  by  $4  to  $5  billion  a  year 
after  a  lag  of  2  years.  In  other  words,  if  the  yen  declines  10  per- 
cent, which  is  not  very  much  the  wav  the  financial  markets  move 
these  days,  it  will  improve  Japan's  global  surplus  by  $40  billion  2 
years  down  the  road. 
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We  know  that  is  right  because  in  the  late  1980s,  as  you  will  re- 
call, the  Japanese  global  current  account  surplus  came  down  from 
4.3  percent  of  their  GNP  in  1986  to  1.2  percent  in  1990.  The  prob- 
lem wasn't  totally  solved  but  it  was  enormously  reduced  through 
a  domestic  demand  boom  in  Japan  from  1987  to  1990  and  a  dou- 
bling of  the  value  of  the  exchange  rate  of  the  yen.  The  surplus  has 
risen  again  because  both  domestic  demand  and  the  exchange  rate 
are  out  of  whack.  Japan  has  been  in  domestic  recession  for  over  2 
years,  and  the  exchange  rate  of  the  yen  dropped  25  to  30  percent 
in  1989  and  1990  despite  the  continued  improvement  in  Japan's 
underlying  competitive  position.  We  predicted  in  1990  that  the  Jap- 
anese surplus  was  going  to  soar  again,  and  2  years  later  it  has 
done  so. 

The  remedies  are  also  clear.  Japan  must  raise  its  domestic  de- 
mand growth  to  at  least  4  percent  a  year  through  fiscal  stimulus. 
Fortunately,  they  can  do  it,  unlike  us,  because  they  have  a  budget 
surplus  equal  to  3  percent  of  their  GNP.  The  other  remedy  is  to 
make  sure  that  the  yen  stays  at  the  current  level  of  about  110  yen 
to  the  dollar.  I  would  be  a  little  more  comfortable  if  the  yen  rose 
a  little  bit  more,  to  about  100  to  1  against  the  dollar,  but  no  one 
can  be  that  precise.  It  is  in  the  right  zone. 

The  crucial  issue  now  for  the  U.S.  Treasury  and  the  G-7  is  to 
make  sure  the  yen  does  not  weaken  again  before  the  corrective  ef- 
fect plays  through.  They  now  ought  to  be  installing  a  system  of  tar- 
get zones  to  maintain  the  current  exchange  rate.  At  a  minimum 
they  ought  to  go  back  to  the  reference  ranges  the  G— 7  did  put  in 
place  in  1987  and  1988  but  then  dropped  as  they  let  the  yen  weak- 
en again.  The  crucial  policy  tool  now  to  bring  down  the  huge  Japa- 
nese surplus  is  to  make  sure  the  yen  stays  strong. 

The  models  shown  in  our  book,  which  have  been  very  accurate, 
suggest  that  if  you  keep  the  yen  even  at  110:1  and  if  Japan  boosts 
its  domestic  growth  rate  to  4  percent,  the  administration's  mini- 
mum target  will  be  achieved;  namely,  bringing  the  Japanese  global 
surplus  down  to  2  percent  of  their  GNP.  If  you  want  to  take  it 
down  to  IV2  or  1  percent,  the  yen  must  rise  to  something  like  100 
to  the  dollar,  and  the  surplus  will  drop,  probably  by  1995  and  cer- 
tainly by  1996.  The  biggest  bang  for  the  buck  on  the  overall  sur- 
plus is  in  the  exchange  rates  and  the  domestic  growth  rates  in 
Japan,  and  they  ought  to  be  major  targets  of  administration  policy. 

The  administration  has  basically  done  the  right  things.  It  pushed 
Japan  to  stimulate  the  domestic  economy.  It  pushed  the  yen  up,  de- 
spite sometimes  denying  it  has  done  so,  but  now  it  is  crucial  to 
keep  it  there,  and  I  hope  you  will  weigh  in  to  insist  that  they  do. 

Having  said  that,  I  must  also  say  that  macroeconomic  measures, 
of  course,  are  not  enough.  Our  new  book,  already  referenced  both 
by  Ambassador  Kantor  and  Congressman  Hoagland,  analyzed  in 
some  depth  a  dozen  key  sectors  that  range  across  the  entire  Japa- 
nese economy — agriculture,  high  tech  manufacturing,  medium  tech 
manufacturing,  financial  services,  and  some  other  services.  The  pic- 
ture that  emerges  from  our  careful  analysis  of  this  wide  range  of 
industries  is  of  a  very  exclusionary,  restrictive  Japanese  economy 
that  pervasively  combines  exclusionary  corporate  practices  with 
governmental  intervention  and  regulation.  Some  of  that  govern- 
mental intervention  has,  in  fact,  disappeared  and  been  liberalized, 
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but  the  legacy  of  the  past  interaction  between  tight  government 
regulation  and  exclusionary  corporate  business  practices  effectively 
shuts  out  outsiders;  in  many  cases  outsider  Japanese  firms,  but 
certainly  foreign  ones  as  well. 

Our  bottom  line,  already  referenced,  was  that  Japanese  barriers 
block  out  U.S.  exports  on  the  order  of  $9  billion  to  $18  billion  per 
year.  That  is  probably  a  conservative  estimate,  for  two  reasons. 
First,  we  were  not  able  to  involve  in  that  estimate  all  of  the  serv- 
ices sector.  Our  estimate  is  comprehensive  on  agriculture,  and  we 
think  comprehensive  on  manufacturing.  It  brings  in  some  services, 
but  not,  for  instance,  the  insurance  industry,  which  alone  might 
generate  an  extra  billion  dollars  or  so  of  profits  for  American  firms 
if  it  were  liberalized. 

The  second  reason  our  number  is  probably  low  is  the  fact  that 
most  past  estimates  of  the  effect  of  Japanese  liberalization  have 
undershot.  In  our  book  we  looked  into  the  past  at  contemporary  es- 
timates of  the  potential  payoff  in  terms  of  U.S.  export  expansion 
if  Japan  liberalized.  In  many  cases  the  contemporary  estimates 
were  way  too  low.  In  the  case  of  cigarettes,  for  example,  the  con- 
temporary estimates  were  one-tenth  of  the  expansion  that  in  fact 
occurred.  In  beef  and  citrus  the  contemporary  estimates  were  half 
or  less  of  the  actual  outcome.  In  other  words,  once  you  liberalized 
the  Japanese  market,  Japanese  consumers  go  after  the  product, 
and  we  just  can't  tell  from  the  relationships  that  exist  in  a  con- 
trolled market  what  might  actually  happen  in  an  open  market. 
That  is,  incidentally,  one  of  the  risks  with  setting  quantitative  tar- 
gets for  our  exports  to  Japan:  We  will  probably  set  the  number  too 
low  because  most  contemporary  estimates  do  tend  to  come  in  on 
the  low  side. 

In  any  event,  our  study  shows  there  is  a  lot  of  mileage  to  be 
gained  n-om  opening  Japan's  markets  and  increasing  access.  I  has- 
ten to  add,  because  Ambassador  Kantor  misspoke  in  one  sense, 
that  even  if  you  got  rid  of  all  those  barriers,  our  net  trade  balance 
probably  would  not  improve  by  the  full  $9  to  $18  billion.  There 
would  be  some  offsets.  The  increased  imports,  for  example,  would 
improve  Japan's  competitiveness  further.  If  the  Japanese  took  ad- 
vantage of  lower  cost  imported  components  for  their  products,  they 
would  become  more  competitive,  and  they  would  sell  more  of  some 
other  products.  The  excnange  rate  would  also  tend  to  adjust  to 
some  extent,  so  the  net  gain  would  not  be  quite  as  big.  We  estimate 
it  would  be  roughly  half  as  much,  but  such  a  ^ain  would  be  sub- 
stantial, and,  of  course,  it  is  critical  to  the  individual  sectors  and 
for  our  economy  as  a  whole  to  reduce  or  eliminate  those  market  ac- 
cess barriers  in  the  course  of  upcoming  negotiations. 

I  think  the  central  question  in  these  negotiations  will  be  the 
managed  trade  aspect.  The  administration  has  been  criticized  for 
trying  to  "manage  trade,"  implying  it  is  a  terrible  thing,  and  some 
people  in  reviewing  my  new  book  have  said,  "Bergsten  seems  to 
have  gone  the  way  of  the  managed  traders.  We  thought  he  was  a 
free  trader,  but  he  has  been  converted."  Some  like  the  idea;  some 
don't  like  it.  But  in  fact,  there  has  been  no  conversion  at  all. 

The  important  point  to  keep  in  mind  is  that  the  term  "managed 
trade"  is  not  synonymous  with  protectionism,  and  the  two  things 
can  be  extremely  different.  As  I  understand  it,  what  the  adminis- 
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tration  means  by  quantitative  targets,  measurable  indicators  and 
the  like  has  nothing  to  do  with  protectionism.  They  are  not  talking 
about  reducing  access  to  the  American  market  or  raising  new  bar- 
riers. They  are  talking,  as  are  we  in  our  book,  about  increasing 
penetration  of  the  Japanese  market.  That  means  increasing  levels 
of  trade,  getting  more  firms  into  the  market,  reducing  concentra- 
tion in  that  market,  reducing  prices,  and  increasing  the  quality  and 
availability  of  ^oods.  It  seems  to  me  that  is  what  free  trade  and 
market  economics  are  all  about. 

Our  book  suggests  that  there  are  unusual  types  of  restrictions  in 
the  Japanese  market  to  which  you  may  have  to  respond  with  unor- 
thodox techniques.  Some  call  it  managed  trade.  I  think  Larry  Sum- 
mers coined  a  very  apt  phrase.  He  said  we  are  not  trying  to  man- 
age trade  with  Japan;  we  are  trying  to  unmanage  trade.  We  are 
trying  to  get  them  to  undo  their  market  access  limitations  in  a  way 
that  would  permit  trade  to  expand,  increase  the  number  of  partici- 

f)ants  in  the  Japanese  market  in  these  sectors  and  therefore  simu- 
ate  market  outcomes.  As  a  market-oriented,  free-trade-oriented 
economist,  I  come  out  in  exactly  the  same  place  in  my  book. 

Obviously  you  have  to  be  very  careful  how  you  do  it.  In  the  book 
we  point  to  some  practical  problems  with  these  import  expansion 
agreements  or  quantitative  indicators.  As  I  mentioned,  any  number 
is  going  to  be  arbitrary,  and  you  may  undershoot.  You  may  set  a 
ceiling  mstead  of  a  floor  if  you  are  not  careful.  If  you  set  a  number, 
whether  you  call  it  a  benchmark  or  a  criterion  or  a  target  or  a  com- 
mitment, you  can't  control  the  outcome,  and  you  better  enter  nego- 
tiations knowing  that.  Technology  changes,  market  demand 
changes,  the  exchange  rate  changes,  and  growth  rates  change.  Sup- 
pose that  you  set  a  target  and  don't  meet  it.  Then  the  United 
States  will  face  pressure  to  retaliate  because  the  Japanese  didn't 
meet  the  goal,  even  if  they  didn't  meet  it  for  some  reason  com- 
pletely outside  their  control.  But  if  you  don't  retaliate,  then  you  are 
viewed  as  going  soft  and  not  carrying  out  a  tough  position,  and 
that  undermines  you  the  next  time  around. 

In  short,  when  you  set  these  goals,  indicators  and  quantitative 
measures,  you  set  up  a  potential  dynamic  that  can  come  back  to 
bite  you.  You  have  to  be  very  careful.  You  set  precedents,  of  course, 
that  could  also  come  back  to  bite  you,  and  vou  risk  what  the  politi- 
cal scientists  call  political  capture,  particularly  in  our  system,  and 
you  on  the  committee  know  this  better  than  anybody. 

Suppose  you  decide  to  go  after  specific  markets  with  quantitative 
targets  Which  markets  do  you  go  after?  How  do  you  decide?  What 
products?  What  sectors?  What  industries?  In  our  book  we  went 
through  a  number  of  sectors  and  tried  to  make  some  rough  esti- 
mates of  the  potential  payoff,  and  a  table  of  those  estimates  from 
our  book  is,  in  fact,  attached  to  the  end  of  my  statement.  We  sug- 
gest that  in  mainframe  computers,  for  example,  you  might  be  able 
to  get  more  than  a  billion  dollars  of  additional  safes  from  real  liber- 
alization in  Japan.  In  supercomputers  if  you  got  $30  million,  you 
would  probably  be  lucky.  We  are  talking  about  a  range  of  30  to  40 
times  as  much  in  one  sector  as  in  another.  In  some  of  the  past  in- 
stances that  we  estimate,  on  the  left  side  of  that  table  attached  to 
my  testimony,  there  was  a  payoff  of  a  billion  dollars  or  more,  in 
others  half  a  billion  dollars,  in  some  $30  to  $40  million.  So  when 
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you  are  deciding  which  sectors  to  pursue,  you  have  to  do  a  very 
careful  analysis  of  the  potential  payoff  to  rank  your  priorities.  You 
have  to  see  now  big  the  market  is  now,  how  fast  it  is  likely  to  grow, 
what  the  externalities  are,  the  spinoffs  for  the  American  economy, 
and  what  the  value  added  is  in  the  United  States. 

If  you  import  80  percent  of  the  final  product  and  only  get  a  value 
added  of  20  percent,  it  is  not  worth  pursuing,  at  least  not  to  the 
same  degree  as  vou  pursue  other  markets.  In  the  book  we  try  to 
set  out  criteria  lor  selecting  markets,  and  I  would  also  commend 
that  to  your  attention  and  that  of  the  administration. 

Finally,  I  come  up  with  several  thoughts  in  assessing  what  the 
administration  has  done  so  far.  First,  I  basically  support  it.  Our 
analysis  basically  supports  the  combination  of  seeking  macro- 
economic  changes  and  changes  in  structural  and  sector-specific 
terms.  Second,  we  caution  against  targeting  the  bilateral  trade  bal- 
ance. The  administration  has  been  careful  to  say  that  it  wants  to 
bring  down  Japan's  global  current  account  surplus,  which  is  abso- 
lutely right  for  the  reasons  I  mentioned.  But  be  careful  not  to  con- 
fuse that  with  targeting  the  bilateral  trade  deficit.  There  are  both 
practical  and  conceptual  reasons  for  not  targeting  the  bilateral  defi- 
cit. Practically,  we  don't  want  the  Europeans  or  Mexicans  to  de- 
mand that  we  eliminate  our  surpluses  with  them.  The  notion  of  bi- 
lateral balancing  doesn't  make  sense  in  a  multilateral  trading 
world. 

Pragmatically  we  show  in  our  study  that  even  if  the  United 
States  achieved  a  zero  global  balance  in  its  current  account  and 
even  if  Japan  dropped  to  a  zero  balance  in  its  global  position,  there 
would  still  be  a  significant  bilateral  Japanese  surplus  with  the 
United  States  because  of  the  pattern  of  trade  between  the  two 
countries.  Japan  imports  huge  amounts  of  primary  products  from 
Saudi  Arabia,  Brazil,  Australia,  and  the  like.  Even  if  Japan  were 
running  a  zero  balance,  it  would  have  to  finance  that  balance  by 
exporting  manufactured  goods  to  the  United  States,  Western  Eu- 
rope, and  other  high-income  industrial  countries. 

The  bilateral  number  certainly  ought  to  be  a  lot  lower,  and  it  will 
fall  as  the  global  imbalances  fall,  but  targeting  a  bilateral  trade 
balance  of  zero  would  be  both  futile  and  unnecessary. 

Third,  just  to  reiterate,  the  administration  must  lock  in  the 
stronger  exchange  rate  for  the  yen  to  bring  these  imbalances  down. 
That,  incidentally,  as  another  of  the  charts  I  have  attached  to  my 
statement  shows,  will  have  a  very  significant  effect  in  bringing 
down  our  bilateral  deficit  with  Japan. 

Fourth,  and  here  I  disagree  with  Ambassador  Kantor  on  an  im- 
portant nuance,  we  conclude  that  structural  issues  are  so  impor- 
tant and  such  a  source  of  potential  benefit  over  time  that  they 
should  be  addressed  separately,  not  lumped  in  with  the  sectoral 
discussions.  He  is  certainly  right  to  say  tat  structural  and  sectoral 
issues  interact.  You  can't  address  one  without  the  other,  but  the 
structural  issues  are  so  important  that  we  believe  a  new  round  of 
talks  on  those  alone — we  call  them  the  structural  convergence 
talks,  in  which  you  would  aim  for  convergence  over  time  to  some 
extent  between  the  two  economies — would  make  a  lot  of  sense  and 
should  be  part  of  the  negotiating  effort. 
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Finally,  I  have  a  recommendation  to  the  Congress.  Do  not  legis- 
late on  this  issue.  There  is  no  need  to  do  so,  certainly  not  at  this 
time.  The  administration  has  all  the  necessary  authorities.  It 
seems  to  me  it  is  pursuing  them  aggressively  and  effectively.  I 
don't  see  anv  need  for  legislation.  It  could,  in  fact,  complicate  the 
issue.  You  ODviously  reserve  it  as  a  possibility,  but  I  think  at  this 
point  the  kind  of  monitoring  you  are  doing  today  is  right  on  track. 
Thank  you  very  much. 

Chairman  Gibbons.  Well,  thank  you,  Mr.  Bergsten. 

[A  book  submitted  by  Mr.  Bergsten  is  being  retained  in  the  com- 
mittee files.] 

[The  prepared  statement  and  attachments  follow:] 
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The  Problem 

My  comprehensive  new  analysis.  Reconcilable  Differences? 
United  States-Japan  Economic  Conflict ,^   divides  the  United 
States-Japan  economic  problem  into  four  major  components: 

■  Japan's  large  and  growing  global  current  account 
surplus  (perhaps  $150  billion  in  1993) ,  which 
effectively  exports  unemployment  to  other  countries 
because  it  (1)  occurs  in  a  world  of  slow  economic 
growth  and  (2)  is  due  importantly  to  the  stagnation  of 
domestic  demand  in  Japan  itself; 

■  Japan's  barriers  to  imports,  which  we  estimate  as 
blocking  sales  of  $9-18  billion  from  the  United  States 
alone  (of  which  about  one  third  are  in  agriculture  with 
most  of  the  rest  in  manufacturing) ; 

■  significant  structural  differences  between  the  two 
economies;  and 

■  the  failure  of  these  two  largest  economies  in  the 
world,  along  with  the  integrating  EC,  to  provide 
effective  collective  leadership  of  the  world  economy. 

All  four  of  these  problems  must  be  addressed  urgently  and 
effectively.   By  far  the  largest  payoff  comes  from  macroeconomic 
policy  changes: 

■  every  1  percent  appreciation  of  the  yen,  after  two 
years,  cuts  Japan's  global  surplus  by  $4  billion  and 
its  bilateral  surplus  with  the  United  States  bv  $1 
billion  (see  attached  Figures  2.2  and  2.3); 

■  every  1  percent  per  year  increase  in  Japan's  economic 
growth  rate  cuts  its  global  surplus  by  $4-5  billion 
with  very  little  lag. 

We  know  that  these  measure  work  effectively  because  they  did 
so  in  the  second  half  of  the  1980s.   After  the  yen  doubled  in 
value  during  1985-87  and  Japan  launched  an  expansionary  domestic 
demand  policy,^  Japan's  global  current  account  surplus  fell  from 


^  Published  by  the  Institute  for  International  Economics  and 
co-authored  with  Marcus  Noland,  who  was  a  Research  Fellow  at  the 
Institute  for  International  Economics  while  the  book  was  being 
written  and  is  now  a  Senior  Economist  at  the  Council  of  Economic 
Advisers. 


^  That  policy  produced  the  so-called  "bubble"  economy  because 
it  relied  excessively  on  easy  monetary  policy  and  never  included 
much  fiscal  stimulus.   The  problem  was  not  the  effort  to  expand 
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4.3  percent  of  its  GDP  in  1986  to  1.2  percent  in  1990.   America's 
global  current  account  deficit  correspondingly  fell  from  3.7 
percent  of  our  GDP  in  1987  to  under  1  percent  in  1991  (even 
excluding  our  receipts  from  allies  to  help  finance  the  Persian 
Gulf  war) . 

Japan's  global  surplus  has  now  soared  because  these  two  key 
variables  were  again  permitted  to  get  out  of  line.   Japan  burst 
the  "bubble  economy"  with  tight  monetary  policy  and  has  thus 
suffered  from  slow  growth  in  domestic  demand  since  1991 — turning 
it  back  to  reliance  on  export-led  growth.   That  was  in  turn 
possible  because  the  yen  weakened  by  25-30  percent  in  1989-90 
despite  continued  steady  improvement  in  Japan's  underlying 
competitive  position.   In  textbook  fashion — and  as  my  colleagues 
at  the  Institute  for  International  Economics  and  I  predicted  at 
the  time — Japan's  surplus  began  to  soar  two  years  later.   Most  of 
the  blame  for  the  inappropriate  weakening  of  the  yen, 
incidentally,  lies  not  with  the  Japanese  but  with  (1)  the  markets 
for  ignoring  the  underlying  fundamentals  of  the  Japanese  economy 
and  (2)  the  US  Treasury  and  the  G-7,  which  went  to  sleep  at  the 
switch  and  let  it  happen. 

It  is  clear  how  Japan  can  correct  its  global  surplus: 
restore  domestic  demand  growth  to  at  least  4  percent  annually 
through  expansionary  fiscal  policy,  taking  advantage  of  the  fact 
that  its  budget  surplus  remains  at  3  percent  of  its  GDP,  and  work 
with  its  G-7  partners  to  make  sure  that  the  yen  remains  at  the 
much  stronger  level  to  which  it  has  risen  over  the  past  six 
months.^   If  sustained  around  current  levels,  the  recent  yen 
appreciation  guarantees  a  sharp  fall  in  Japan's  surplus  by  1995- 
96 — bringing  it  within  the  Administration's  goal  of  1-2  percent 
of  Japan's  GDP.   Hence  the  Administration's  major  initiative  in 
this  area  should  be  an  effort  to  achieve  Japanese  for,  better.  G- 
7)  agreement  to  a  system  of  target  zones  (or  its  weaker  variant 
of  reference  ranges  as  adopted  by  the  G-7  in  the  Louvre  Accord  in 
1987  and  maintained  for  a  time  thereafter)  that  would  prevent 
renewed  weakening  of  the  yen. 

Trade  Policy  Initiatives 

Macroeconomic  measures  are  not  enough,  however.   Our  new 
book  analyzes  in  some  depth  a  dozen  sectors  that  range  across  the 
entire  Japanese  economy:   in  agriculture,  high-tech 
manufacturing,  medium  tech  manufacturing,  financial  services,  and 
some  other  services.   The  picture  that  emerges  is  of  a  very 
exclusionary,  restrictive  economy  that  pervasively  combines 
exclusionary  corporate  practices  (including  but  ranging  well 
beyond  the  famous  keiretsu)    with  governmental  intervention  and 
regulation  (some  of  which  has  now  disappeared  but  leaves  a  legacy 
that  makes  penetration  by  outsiders — outsider  Japanese  as  well  as 
foreigners — extremely  difficult. 

Some  of  these  problems  are  structural  in  the  sense  that  they 
cut  across  a  number  of  sectors.   Japan  is  clearly  a  "different" 


domestic  demand  but  the  policy  mix  which  was  pursued,  notably  the 
stubborn  opposition  of  Japan's  Ministry  of  Finance  to  expansionary 
fiscal  policy  even  though  the  country  is  running  a  large  budget 
surplus. 


It  is  comforting  from  an  American  standpoint  to  note  that 
the  yen  (and,  to  a  minor  degree,  the  Swiss  franc)  are  the  only 
currencies  against  which  the  dollar  has  declined  over  the  past  six 
or  twelve  months.  The  trade-weighted  average  of  the  dollar  has 
risen  over  both  periods. 
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economy  in  many  respects.   However,  Japan  is  also  changing  very 
rapidly  and  convergence  between  our  two  economies — some  in  the 
direction  of  Japanese  practices,  some  in  the  direction  of  our 
practices,  some  toward  intermediate  outcomes — is  already 
occurring.   Policy  changes  can  accelerate  this  process  and  we 
recommend  a  new  series  of  Structural  Convergence  Talks  (SCTl  that 
would  be  directed  to  the  objective. 

In  addition,  however,  it  will  be  necessary  to  address  a 
number  of  the  specific  barriers  on  a  sector-by-sector  basis. ^ 
The  key  here  is  for  the  Administration  to  make  a  careful 
assessment  of  the  potential  payoff  from  among  the  wide  range  of 
potential  candidates;  our  illustrative  analysis  (Table  5.5) 
suggests  that  a  meaningful  deal  on  mainframe  computers,  for 
example,  would  be  worth  35  times  as  much  as  a  deal  on 
supercomputers.  Past  negotiating  agendas  have  been  determined  too 
frequently  instead  via  the  "squeaky  wheel"  principle,  i.e.,  the 
industries  that  complained  the  most  got  the  most  attention 
whether  or  not  the  likely  benefits  to  the  economy  were 
substantial. 

Having  selected  which  sectors  to  pursue,  the  second  key 
issue  is  how  to  pursue  them.   The  preferred  course  is  always  to 
seek  elimination  of  a  specific  government  policy  that  limits 
imports,  such  as  public  procurement  in  the  cases  of  construction 
contracting  or  supercomputers.   If  the  problem  is  exclusionary 
practices  among  Japanese  firms,  the  proper  remedy  is  antitrust 
policy. 

When  neither  of  the  preferred  options  is  available  and  it 
can  be  demonstrated  persuasively  that  access  to  a  Japanese  market 
is  artificially  hindered,  it  may  be  necessary  to  seek  Japanese 
agreement  to  temporary  use  of  quantitative  measures  of  increased 
penetration — to  manage  the  trade  in  a  way  that  will  unmanage  the 
market.   I  have  no  philosophical  problem  with  such  efforts:   they 
expand  trade,  expand  the  number  of  participants  in  the  targeted 
market,  increase  competition,  reduce  prices  and  reduce  cartel 
activity.   They  bear  no  resemblance  to  traditional  protection — 
which  closes  markets,  reduces  the  availability  of  the  product, 
raises  prices  and  creates  or  shores  up  cartels.   There  would 
certainly  be  nothing  new  in  "managed  trade"  (of  either  variety) : 
the  Reagan  and  Bush  Administrations  forced  Japan  to  accept 
"voluntary  export  restraints"  (VERs)  on  its  sales  to  the  United 
States  of  automobiles,  steel  and  machine  tools,  and  quantitative 
import  targets  on  semiconductors,  autos  and  auto  parts. 

However,  there  are  major  practical  problems  with 
quantitative  market  target  industries  ("involuntary  import 
expansion"  arrangements,  or  IIEs) .   First,  any  numerical  goal 
(like  the  20  percent  market  share  for  semiconductors)  is  bound  to 
be  arbitrary.   Moreover,  our  negotiators  may  well  shoot  too  low — 
the  analysis  of  several  sectors  in  our  book  shows  that  the  actual 
impact  of  market  liberalization  was  far  higher  than  anyone 
anticipated  at  that  time.   Second,  no  government  can  control  the 
outcome — and  hence  the  "success"  or  "failure"  of  the  agreement, 
including  the  implications  for  retaliation,  are  also  arbitrary. 
Third,  a  policy  that  relies  on  such  devices  is  inherently  subject 
to  political  capture,  i.e.,  the  "squeaky  wheel"  syndrome,  in  both 
the  exporting  and  importing  countries.   Fourth,  precedents  are 
set  and  the  initiator  of  the  idea  could  at  some  future  point 
easily  become  its  target. 


''  Unlike  the  situation  in  the  early  and  middle  1980s,  when 
the  United  States  persuaded  Japan  to  restrict  its  exports  of 
automobiles  and  steel  to  the  United  States,  there  are  now  no 
significant  US  barriers  to  Japanese  exports. 
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Having  said  all  that,  we  endorse  "IIEs"  if  no  other  policy 
tool  is  available  and  the  sector  is  sufficiently  important.   But 
they  should  be  used  sparingly.   Their  deployment  should  always  be 
temporary.   They  should  be  used  to  expand  trade  (IIEs)  rather 
than  to  reduce  trade  (VERs) .   They  should  apply  to  imports  from 
all  countries  rather  than  just  the  United  States.   Every  effort 
should  be  made  to  find  superior  alternatives  in  each  individual 
case. 

In  its  current  negotiations  with  Japan,  the  Administration 
has  clearly  stated  that  the  "quantitative  indicators"  that  it  has 
in  mind  are  not  limited  to  IIEs  (or  any  other  type  of  benchmark) . 
Our  study  of  the  various  sectors  suggests  that  a  case-by-case 
approach  will  be  necessary,  tailoring  the  criteria  against  which 
to  judge  "success"  to  the  nature  of  each  individual  sector.   I 
suspect  this  will  in  fact  be  the  most  difficult  and  most  critical 
aspect  of  the  talks  when  they  finally  begin  in  earnest  by 
addressing  specific  sectors,  but  that  solutions  can  ultimately  be 
found  that  both  countries  can  accept. 

An  Assessment  of  the  Administration's  Effort 

Our  new  study  thus  largely  supports  the  basic  thrust  of  the 
Administration's  Japan  policy  to  date:   pressing  the  Japanese  to 
boost  domestic  demand  through  expansionary  fiscal  policy,  a 
stronger  yen,  support  for  global  trade  liberalization  through  the 
Uruguay  Round  in  the  GATT,  and  sector-specific  liberalization 
including  through  structural  changes  that  will  open  the  Japanese 
economy  increasingly  to  external  trade  and  investment.   In  the 
course  of  implementing  this  policy,  I  would  suggest  four 
modifications  in  the  present  strategy. 

First,  the  Administration  has  been  quite  explicit  about  the 
nature  of  the  macroeconomic  commitment  it  has  sought  from  Japan: 
a  sharp  cut  in  that  country's  global  current  account  surplus.   In 
its  daily  rhetoric,  however.  Administration  officials  have  often 
spoken  of  seeking  significant  cuts  in — or  even  elimination  of — 
Japan's  bilateral  trade  surplus  with  the  United  States.   These 
are  two  very  different  policy  targets  and  the  Administration 
should  carefully  focus  its  attention  on  the  former. 

Targeting  the  bilateral  trade  imbalance  makes  no  sense 
either  conceptually  or  pragmatically.   In  a  world  of  multilateral 
trade,  it  would  be  ridiculous  to  target  bilateral  balance  with 
any  country.   We  would  be  decidedly  unhappy  if  the  European 
Community  or  Mexico  adopted  a  policy  of  eliminating  their 
bilateral  deficits  with  us. 

Moreover,  Japan  will  still  run  a  sizable  bilateral  trade 
surplus  with  the  United  States  even  when  it  fully  meets  the 
Administration's  target  of  cutting  its  global  current  account 
surplus  to  1-2  percent  of  its  GDP.   There  would  still  be  such  a 
bilateral  imbalance  if  the  United  States  fully  eliminated  its 
global  current  account  deficit.   The  reason  is  the  geographical 
pattern  of  trade:   Japan  imports  huge  amounts  of  primary  products 
from  Saudi  Arabia,  Australia  and  Brazil  and  must  export  similarly 
huge  amounts  of  manufactured  products  to  high-income  industrial 
countries  like  the  United  States. 

The  bilateral  imbalance  has  in  fact  been  relatively  stable: 
Japan's  global  surplus  has  quadrupled  over  the  past  three  years 
(more  than  $100  billion)  but  its  bilateral  surplus  with  us  has 
risen  by  "only"  about  25  percent  ($10  billion) .   The  bilateral 
imbalance  will  clearly  come  down  as  Japan's  global  surplus 
declines,  per  the  close  linkage  with  the  exchange  rate  as  shown 
in  Figure  2.3,  especially  as  a  share  of  both  countries'  economies 
and  of  the  trade  flows  between  them.   It  will  remain  sizable  in 
absolute  dollar  terms,  however,  and  we  should  not  regard  that  as 
a  major  problem.   The  Administration  should  recognize  this 
clearly  and  thus  devote  its  full  attention,  rhetorically  as  well 
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as  in  practice,  to  reducing  both  countries'  global  current 
account  imbalances. 

Second,  the  Administration  must  recognize  that  some  past 
negotiations  with  Japan  have  yielded  impressive  results.   As 
noted,  the  Plaza-Louvre  period  of  macroeconomic  and  currency 
coordination  in  1985-87  brought  an  enormous  reduction  of  the 
Japanese  surplus  and  the  American  deficit.   Our  Table  5.5  shows 
that  a  number  of  past  sectoral  negotiations  have  generated 
impressive  increases  in  American  exports;  the  semiconductor  deal, 
for  example,  appears  to  have  doubled  both  US  exports  to  Japan  and 
the  sales  there  of  American-based  firms  from  all  of  their 
production  locations  around  the  world.   There  has  been 
encouraging  progress  on  a  number  of  the  structural  issues,  such 
as  Japan's  distribution  system  (where  large-scale  American 
retailers  are  now  expanding  rapidly)  and  its  willingness  to  use 
antitrust  law  (as  in  the  recent  egregious  case  of  the  glass 
industry) . 

Our  book  demonstrates  that  enormous  problems  remain  in  the 
United  States-Japan  economic  relationship.   Vigorous  efforts 
across  a  wide  range  of  issues  are  essential  to  deal  with  them. 
But  it  would  be  foolish  to  ignore  the  positive  results  of  many 
past  efforts  and  to  fail  to  learn  the  lessons  which  they  provide 
for  the  current  effort. 

Third,  as  already  noted,  the  structural  issues  are  so 
important,  and  the  prospects  for  further  convergence  are 
sufficiently  promising,  that  the  Administration  should  pursue 
those  issues  separately  from  their  sector-specific  efforts.   To 
be  sure,  these  two  sets  of  issues  intersect;  structural  issues 
are  an  important  component  of  some  sectoral  problems  and  some 
sectors  cannot  be  opened  without  structural  reform.   But  there  is 
a  risk  that  the  structural  matters  may  receive  short  shrift  in  a 
sector-focused  approach,  which  would  be  extremely  unfortunate 
because  they  offer  such  a  promising  prospect  for  improving  the 
overall  situation  over  time. 

The  Bush  Administration's  Structural  Impediments  Initiative 
(SII)  made  an  important  contribution  to  furthering  the  process  of 
policy  harmonization  and  performance  convergence.   Now  that  an 
American  Administration  is  willing  to  take  seriously  the  need  for 
structural  reform  in  this  country,  the  prospects  for  success  in 
such  talks  will  be  even  greater.   They  should  be  rechristened  the 
Structural  Convergence  Talks  (SCT)  and  pursued  on  an  independent 
track  in  the  upcoming  negotiations. 

Fourth,  as  also  noted  above,  the  Treasury  needs  to  lock  in 
the  stronger  yen  by  getting  Japan  (and  hopefully  the  entire  G-7) 
to  promptly  implement  a  system  of  target  zones  around  current 
exchange-rate  levels.^  Further  yen  appreciation  to  about  100:1 
against  the  dollar  would  be  desirable  to  assure  the  needed 
adjustment  of  Japan's  current  account.   The  Treasury's  own  target 
of  reducing  the  Japanese  surplus  to  1-2  percent  of  its  GDP  in 
fact  implies  a  target  zone  for  the  yen  of  about  100:1  to  110:1. 

The  most  important  goal  now,  however,  is  to  avoid  any 
significant  renewed  weakening  of  the  yen.   Such  weakening  has 
occurred  on  three  previous  occasions  over  the  past  twenty  years — 
in  1975-76,  1980-82  and  1989-90 — and  triggered  huge  increases  in 
Japan's  surplus  which  in  turn  greatly  intensified  our  trade 
problems  and  the  frictions  between  the  two  countries.   We  should 


^  The  installation  of  reference  ranges,  a  weaker  version  of 
target  zones,  by  the  G-7  in  February  1987'  was  presaged  by  a 
bilateral  United  States-Japan  agreement  to  set  such  a  range  for  the 
yen-dollar  in  October  1986. 
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learn  from  history  and  avoid  yet  another  replication  of  this  sad 
history.   Rapid  installation  of  target  zones  is  the  most 
effective  way  to  do  so. 

I  would  close  with  one  word  of  advice  for  the  Congress:   do 
not  legislate  on  this  issue.   It  will  take  an  enormous  effort  and 
an  extended  period  of  time  for  the  Administration  to  achieve  its 
objectives  with  Japan,  as  largely  endorsed  by  our  new  study. 
Legislation  of  precise  negotiating  goals,  time  deadlines  or 
retaliation  requirements  could  convert  a  difficult  task  into  an 
impossible  one.   The  Administration  has  full  authority  under 
current  law  to  pursue  the  talks  and  back  them  up  with  forceful 
action  as  necessary,  and  I  hope  that  the  Congress  will  restrain 
itself  as  the  Administration  uses  these  authorities  to  the 
fullest. 
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Figure  2.2    Japan:  currant  account  and  raal  axchangt  rata 
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Figure  2.3     United  States  and  Japan:  raal  dollar-jrtn  exchange  ratal  and  bilateral 
Uade  balances.  197B-92 


a.  US-Japan  bilateral  balance  u  a  share  of  total  US-Japan  trade. 

b.  Yan-dollar  rate  adjusted  (or  Inflation  in  both  countries. 

Source:  calculations  by  William  R.  Clina  from  Interrtational  IMonetary  Fund  data  in 
Internationil  Finencial  Stitiitics  and  Direction  ol  Trade  Stitiuic*.  various  issues. 

30  RECONCIUkBLE  DIFFERENCES? 


Reproduced  from  K»concilMbl»  Diff»rmncmB?  Vnifd  State*  -  Jmpmn 

Economic  Conflict,   by  C.  Fred  Bergsten  end  Marcua  Moland. 

Haahingtoni  Znatitute  for  Znternatlenal  Icononica,  1993.  All  Kighta  Reaerved. 
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Table  5.5    Apparent  and  potential  US  galn»  from  liberalization  In 

Japan  (millions  ot  dollars) 


App»renl  gilnt  fiom  llber«IlMtlon«  f """'If' "'ll*  .?*" 

Ogt'tnn  1^  Compirt.r.'  1.075 

semiconductor.*        .416  Wood  product.  750 

CHru.  100  R.U.I.ng'  150 

Fiber  optic. » Supercomputer.  30 

(  Doe.  no\  include  »n  estim.led  $1  billion  In  US  firm.'  loreisn-wureed  produeU. 
b   Does  not  include  en  estim.led  $715  million  In  US  firm.'  toreisn-wurced  produeU. 
c.  Includes  B*ir<*  .nribuUble  to  ToytRU.  only. 


1*2    RECONCILABLE  DIFFERENCES? 


Raproducad  from  Jt*co/icii«l)J*  Diff»r»nc»aT  Vnifd  Bt»fM  -  Japut 

Xconoaic  Conflict,  by  C.   Pr*d  B«rgat*n  and  Marcus  Noland. 

Haahingtont   Znatitut*  for  Zntarnational  Bcononiea,   1993.     All  Kighta  Maarvad. 
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Chairman  Gibbons.  Let  me  ask  you  a  couple  of  questions  here. 

Let's  go  to  those  exhibits  that  you  attached  to  your  testimony, 
figures  2.2  and  2.3.  I  have  to  admit  that  I  tried  to  study  your  book 
last  night,  but  there  were  just  too  many  other  things  that  had  to 
be  accomplished  and  read.  Could  you  explain  that  figure  2.2  chart? 

Mr.  Bergsten.  What  this  chart  says  is  that  Japan's  global  cur- 
rent account  balance — the  solid  line — tracks  almost  precisely,  with 
a  2-year  lag,  the  trade-weighted  exchange  rate  of  the  yen — ^tne  dot- 
ted line.  Japan's  global  trade  outcome  corresponds  almost  perfectly 
to  Japan's  global  exchange  rate  2  years  before. 

In  the  first  few  years  of  the  1980s,  the  chart,  on  the  left  scale, 
shows  a  period  when  the  yen  exchange  rate  was  declining.  The  way 
the  index  works,  a  rising  line  means  a  declining  value  of  the  yen — 
a  rising  dollar.  From  1979  to  1982,  the  yen  declined  significantlv. 
That  is  the  rising  dotted  line.  And,  with  a  2-year  lag,  Japan's  glob- 
al current  account  surplus  rose  correspondingly.  It  rose  a  little 
longer  in  that  time  phase,  a  year  or  two  longer  than  expected,  due 
mainly  to  the  enormous  lall  in  world  oil  prices,  but  then  changed 
direction.  The  exchange  rate  of  the  yen  began  to  rise  from  1982, 
and  it  rose  sharply  from  1985  through  1988.  That  was  the  period 
of  the  Plaza  Agreement,  the  effort  to  bring  down  the  dollar  and  to 
increase  the  value  of  the  yen,  the  deutscne  mark  and  other  cur- 
rencies. So  from  1982  to  1988  the  exchange  rate  of  the  yen  rose 
substantially.  That  is  the  declining  dotted  line.  With  the  2-year  lag, 
the  black  solid  line,  which  is  Japan's  global  current  account  surplus 
2  years  later,  also  declined  sharply.  That  is  measured  on  the  right 
hand  scale.  If  you  want  to  put  it  in  terms  of  Japan's  GNP,  the  sur- 
plus dropped  from  4.3  percent  of  GNP  in  1986  to  1.2  percent  in 
1990. 

This  chart  shows  the  surplus  as  a  share  of  Japan's  total  trade. 
It  dropped  from  40  percent  of  its  exports  to  a  little  over  10  percent 
of  its  exports  in  that  4-year  period. 

Then  from  1988  to  1990  the  exchange  rate  of  the  yen  declined 
again,  represented  here  by  a  rise  in  the  dotted  line.  That  decline 
in  the  value  of  the  yen  was  not  nearly  as  great  as  in  the  earlier 
period  but  it  was  substantial.  It  was  about  25  percent  from  its  base 
in  1988.  With  the  2-year  lag,  the  solid  line  then  turned  up  again, 
and  that  is  the  substantial  increase  in  Japan's  global  surplus  that 
we  are  now  experiencing. 

From  about  1991,  the  dotted  line  turns  down  again.  That  means 
the  exchange  rate  of  the  yen  began  to  rise  and  so  our  prediction 
would  be  that,  starting  next  year,  Japan's  trade  surplus  with  the 
world  would  again  start  to  decrease.  I  said  before,  that  crucially  de- 
pends on  keeping  the  yen  at  the  strong  level  it  has  now  reached. 

I  hope  that  clarifies  the  relationship.  It  is  not  the  easiest  correla- 
tion to  understand.  We  tried  to  put  it  in  the  simplest  way  possible. 

Chairman  Gibbons.  Well,  is  the  correlation  between  the  yen  and 
the  dollar  approximately  the  same  as  the  yen  and  the  rest  of  the 
world  currencies? 

Mr.  Bergsten.  Not  always.  There  have  been  periods,  as  in  the 
early  1980s,  when  the  yen  went  one  direction  against  the  dollar 
and  the  deutsche  mark  went  the  other  direction.  In  the  last  6 
months  or  so,  movements  have  again  been  in  different  directions. 
The  yen  has  gone  up  very  substantially  against  the  dollar  but  the 
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dollar  has  gone  up  very  substantially  against  the  deutsche  mark 
and  the  European  currencies.  In  fact,  I  am  getting  a  little  worried 
that  the  dollar  might  now  be  getting  a  little  too  strong  against  the 
European  currencies.  I  have  not  had  that  worry  for  some  time. 

It  is  interesting  to  note  that  the  trade-weighted  average  of  the 
dollar  is  not  down  over  the  last  6  months  to  a  year;  it  is  up.  The 
dollar  has  declined  only  against  the  yen  and,  by  a  very  modest 
amount,  against  the  Swiss  frginc.  The  dollar  has  gone  up  consider- 
ably against  the  deutsche  mark  and  most  of  the  other  European 
continental  currencies.  The  dollar  has  gone  up  dramatically  against 
the  pound  sterling,  the  Italian  lira,  and  the  other  European  cur- 
rencies that  were  devalued  within  the  European  exchange  rate  sys- 
tem. 

So  the  trade- weigh  ted  dollar  is  actually  up  quite  substantially 
over  the  last  6  to  12  months.  Newspaper  reports  of  declining  dollar 
are  wrong.  They  mistake  the  fact  that  the  yen  has  been  rising  for 
a  dollar  decline  whereas,  in  fact,  the  dollar  is  up  against  the  other 
major  currencies. 

What  that  means,  of  course,  is  that  the  yen  has  risen  consider- 
ably against  the  dollar  but  it  has  risen  much  more  against  the  Eu- 
ropean currencies,  so  the  global  average  exchange  rate  of  the  yen 
in  this  period  has  gone  up  by  much  more  than  it  has  just  against 
the  dollar.  This  means  that  Japan's  global  surplus  should  decline 
even  more  than  its  bilateral  surplus  against  the  United  States, 
based  on  the  kind  of  relationships  we  are  talking  about. 

Chairman  Gibbons.  Well,  as  I  remember  wnen  we  began  this 
discussion  some  years  ago  on  the  United  States-Japan  relationship, 
the  yen  was  about  360  to  the  dollar.  Is  that  about  right? 

Mr.  Bergsten.  Before  the  Smithsonian  Agreement  of  1971,  over 
20  years  ago,  the  yen  had  been  at  360  since  the  time  we  set  that 
rate  during  the  occupation. 

Chairman  Gibbons.  And  this  morning  it  was  110  to  the  dollar. 
How  in  the  world  do  the  Japanese  still  maintain  this  huge  trade 
surplus  with  us  with  that  kind  of  long-term  swing  in  the  exchange 
rate? 

Mr.  Bergsten.  By  being  very  competitive  and  by  the  fact  that 
the  360  rate  had  become  enormously  undervalued  by  the  time  it  fi- 
nally was  changed. 

You  may  remember  that  Japan  came  on  the  world  scene  in  a 
major  way  in  trade  in  the  1960s  and  began  to  run  substantial  sur- 
pluses for  the  first  time  in  the  late  1960s.  That  was  one  of  the 
main  triggers  for  the  first  big  set  of  exchange  rate  changes  back  in 
1971  and  1973  but  that  change,  though  it  seemed  big  at  the  time, 
only  began  to  catch  up  with  the  enormous  growth  of  Japan's  pro- 
ductivity during  the  first  generation  of  its  postwar  recovery.  So 
subsequent  further  strengthenings  of  the  yen  were  required. 

I  think  that  toward  the  end  of  1987  we  had  it  about  right.  At  the 
end  of  1987  the  yen  hit  about  120  to  1  against  the  dollar,  and  with 
the  usual  lag  Japan's  global  current  account  surplus  was  down  to 
1.2  percent  of  its  GNP.  Japan's  bilateral  surplus  with  the  United 
States  was  still  large  in  absolute  terms,  about  $40  billion,  but  it 
had  come  down  substantially  as  well. 

If  that  exchange  rate  had  been  maintained,  I  don't  think  we 
would  have  this  Dig  Japanese  surplus  today  or  anything  like  it. 
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But,  as  I  mentioned,  the  yen  was  permitted  to  weaken  again  by  25 
or  30  percent,  returning  to  160:1,  and  that  was  a  big  factor  in  gen- 
erating these  surpluses. 

You  raised  the  question,  with  the  yen  at  360  then  and  at  110 
now,  and  how  could  it  be  that  Japan  still  has  such  a  big  surplus? 
It  is  simply  the  difference  in  productivity  growth.  Japan  s  produc- 
tivity was  growing  at  10  to  12  percent  a  year  all  through  the  1960s 
and  into  the  early  1970s  when  ours  was  growing — better  than  to- 
days standards — ^by  2  to  3  percent.  And  then  subsequently  they 
were  growing  at  4,  5,  and  6  percent  when  we  were  growing  at  1 
or  2  percent.  Those  enormous  differences  in  productivity  growth, 
compounded  over  25  or  30  years,  simply  require  a  big  change  in  the 
exchange  rate  in  order  to  equate  the  competitive  positions. 

Put  another  way,  Japan  has  reaped  a  large  part  of  the  benefit 
from  its  enormous  productivity  expansion  through  a  stronger  cur- 
rency, meaning  it  can  buy  things  from  foreigners  and  invest  abroad 
at  much  less  cost  than  it  ever  could  in  earlier  periods. 

Chairman  Gibbons.  Bob. 

Mr.  Matsui.  Thank  you,  Mr.  Chairman, 

Fred,  thank  vou  very  much  for  your  testimony. 

One  of  the  tears  I  think  many  of  us  have  is  that  the  Japanese 
will  attempt,  as  they  have  in  the  past,  to  delay  negotiations  while 
continuing  to  talk  about  the  process.  I  think  we  feel  confident  that 
the  Ambassador,  USTR,  the  President,  and  others  entered  into  a 
very  good  agreement,  provided  that  everybody  acts  in  good  faith, 
but  you  have  a  change  of  government  coming  next  week  and  who 
knows  what  might  happen.  And,  again,  I  thought  that  Wall  Street 
Journal  piece  was  somewhat  revealing  when  MITI  and  then  the 
foreign  ministers'  deputies  began  to  negotiate  and  then  became  an- 
gered with  each  other.  Usually  MITI  ends  up  making  the  deter- 
minative decisions  in  many  cases  on  those  kinds  of  disputes,  par- 
ticularly if  the  Government  is  weakened. 

What  do  you  think  we  should  do  if  Ambassador  Kantor  misses 
the  deadline?  Obviously,  we  are  going  to  be  very  unhappy  with  that 
in  the  House  and  Senate. 

I  agree  with  you  that  we  shouldn't  legislate,  particularly  since  we 
have  a  President  who  is  serious  about  opening  up  the  Japanese 
markets.  And  I  agree  with  you  also  that  we  are  talking  about  $9 
to  $15  billion.  We  are  not  talking  about  $40  billion.  We  are  talking 
about  a  significant  amount  but  small  in  terms  of  the  overall  trade 
surplus  that  the  Japanese  have,  but  it  is  enough  to  create  a  real 
major  problem  for  all  of  us.  And  so  we  really  have  to  deal  with  it. 

What  happens  if  there  is  no  progress  in  trying  to  define  what  ob- 
jective criteria  is? 

Mr.  Bergsten.  I  think  you  must  keep  open  the  possibility  of  re- 
taliation. You  can  make  a  persuasive  case  for  such  action  where 
you  are  certain  there  is  a  closed  market,  when  you  have  tried  to 
negotiate,  you  have  used  multilateral  instruments  where  possible, 
you  have  made  a  good-faith  bilateral  effort,  and  the  other  side  has 
simply  not  cooperated.  I  think  you  then  have  to  retaliate. 

You  must  keep  that  very  much  in  the  picture  as  a  possibility. 
You  don't  want  to  overuse  it.  You  have  to  be  careful  and  prudent 
where  you  use  it.  But  I  think  you  must  do  so  in  specific  cases  to 
deal  with  the  problem  you  describe. 
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I  think  deadlines  are  very  important.  I  met  with  the  United 
States-Japan  Business  Council  in  Cleveland  on  Sunday,  the  first 
day  of  a  meeting  they  are  now  having.  I  talked  to  many  Japanese 
businessmen.  What  worried  them  most  in  this  whole  agreement  is 
the  deadlines.  They  were  most  critical  of  their  own  Government  for 
accepting  these  6-monthly  reviews.  They  realized  that  keeps  the 
pressure  on,  and  the  reviews  will  require  some  demonstration  of 
forward  movement  or  else  difficulties  will  arise. 

I  think  the  administration  was  right  to  press  for  deadlines.  Of 
the  four  principles  that  Ambassador  Kantor  mentioned  this  morn- 
ing, I  would  put  the  greatest  weight  on  that  one — keeping  the  pres- 
sure on,  having  the  heads  of  Government  meet  to  review  progress 
and  requiring  that  the  process  lead  to  results.  If  there  is  no 
progress,  you  may  have  to  retaliate. 

Mr.  Matsui.  Thank  you. 

Chairman  Gibbons.  Mr.  Hoagland. 

Mr.  Hoagland.  Thank  you,  Mr.  Chairman. 

You  were  here,  were  you  not,  Mr.  Bergsten,  when  I  questioned 
Ambassador  Kantor  about  the  agriculture  situation? 

Mr.  Bergsten.  Yes. 

Mr.  Hoagland.  These  figures  that  I  have  here  from  the  Ne- 
braska Department  of  Economic  Development  I  am  sure  are  rep- 
resentative of  our  ability  nationwide  to  export  our  agricultural 
products  to  Japan,  and  let  me  just  repeat  those  because  it  has  been 
an  hour  since  I  last  had  an  opportunity  to  mention  these  figures. 

In  food  and  kindred  products,  Nebraska  exported  a  total  of  $700 
million,  $440  million  of  which  went  to  Japan,  so  that  is  quite  re- 
spectable it  seems  to  me.  Yet,  in  crops,  Nebraska's  total  exports 
were  $65  million,  and  only  $500,000  went  to  Japan. 

I  would  be  interested,  first  of  all,  if  you  have  any  observations 
that  account  for  the  difference  between  those  two  categories  of  agri- 
cultural goods;  and  then,  second,  what  sort  of  things  we  need  to  do 
to  break  down  barriers;  and  then,  third,  if  you  could  describe  for 
us,  educate  us  as  to  exactly  what  the  nature  of  the  barriers  is. 

Mr.  Bergsten.  The  nature  of  the  barriers  ranges  across  a  wide 
spectrum.  In  some  of  the  agricultural  products  Japan  has  tradi- 
tional import  quotas.  The  most  famous  case,  of  course,  is  rice  with 
a  zero  quota. 

I  refer  you  to  table  5.1  on  page  184  in  our  book.  The  table  is  real- 
ly stunning,  and  I  would  commend  it  to  all  the  members  of  the 
committee  for  your  future  purposes. 

This  is,  I  think,  the  first  ever  analysis  of  the  real  effect  of  Ja- 
pan's trade  barriers  sector  by  sector.  We  have  a  team  of  three  Jap- 
anese economists,  usin^  Japanese  data,  working  with  us  on  an- 
other project.  We  put  it  mto  this  book,  constructing  the  tariff  equiv- 
alent of  Japan's  nontariflf  protection  across  more  than  100  sectors. 

If  you  look  at  that  table,  the  very  top  number,  for  rice,  shows  the 
famous  737  percent  tariff  equivalent.  That  is  the  measure  of  the 
real  protection.  Citrus  fruits  are  over  600  percent,  and  oil  seeds  are 
over  600. 

The  nature  of  the  barrier  is  different  from  product  to  product:  in 
some  cases  it  is  a  marketing  board;  in  some  cases  it  is  a  traditional 
Quota.  In  some  cases  it  is  health  and  safety  regulations  that  have 
tne  effect  of  reducing  imports. 
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I  stress  that  Japanese  economists,  using  Japanese  data,  came  up 
with  these  striking  numbers.  You  are  probably  interested  in  wheat. 
The  tariff  equivalent  is  477.8  percent.  Soybeans  is  423.6  percent. 
So  if  they  convert  their  protection  to  tariff^  as  Ambassador  Kantor 
wants  them  to  do,  at  the  levels  suggested  here  they  would  still 
have  a  pretty  protective  regime  that  would  require  substantial  ne- 
gotiation to  bring  the  numbers  down.  The  numbers  are  very  big.  I 
think  that  explains  in  large  part  the  discrepancy  you  see.  The  rice, 
wheat,  soybeans,  and  even  some  of  the  processed  products  face  tre- 
mendous tariff  equivalents  in  Japan  that,  whatever  the  specific 
barrier,  block  out  foreign  products  to  an  enormous  degree. 

Mr.  HoAGLAND.  These  barriers  are  all  there  intentionally?  They 
are  an  accident  of  institutional  history  in  many  respects,  but,  on 
the  other  hand,  they  are  clearly  removable  by  the  Japanese  if  they 
wanted  to  do  that. 

Mr.  Bergsten.  Yes.  In  the  case  of  agriculture,  I  think  most  of 
these  are  governmental  restrictions,  in  some  cases  buttressed  by 
agricultural  cooperatives  or  the  same  kind  of  exclusionary  private 
sector  arrangements  that  we  found  in  our  more  detailed  analysis 
of  protection  in  manufacturing.  So  there  are  some  interactions  be- 
tween Grovernment  policy  and  the  way  the  private  agricultural  sec- 
tor operates.  But  I  think  most  of  these  are  susceptible  to  Govern- 
ment policy  change  or  correction. 

Mr.  HoAGLAND.  What  do  you  suggest  we  do  to  bring  these  down? 

Mr.  Bergsten.  I  think  Ambassador  Kantor  is  right  in  focusing 
in  the  first  instance  on  bringing  these  issues  into  the  GATT 
through  the  Uruguay  round. 

The  first  step  is  to  get  this  sector  covered  by  the  international 
rules.  Address  the  tariff  equivalents,  of  the  type  shown  in  this 
table,  and  start  bringing  them  down.  High  and  restrictive  as  these 
tariff  equivalents  are,  they  would  be  much  more  transparent  and 
much  easier  to  attack,  if  you  were  to  convert  the  existing  myriad 
hidden  barriers  to  tariffs. 

It  is  important  to  recognize  that  the  GATT  has  been  effective  in 

fetting  Japan  to  reduce  its  agricultural  import  barriers  in  the  past, 
ou  may  remember  that,  in  the  late  1980s,  the  administration  took 
12  agricultural  products  to  the  GATT,  arguing  that  Japan's  restric- 
tions violated  its  GATT  obligations.  On  10  of  those  12  sectors, 
Japan  accepted  the  GATT  ruling  that  their  procedures  were  illegal 
and  they  did  liberalize  them.  Citrus  and  beef  were  handled  bilat- 
erally but  under  some  of  the  same  principles.  In  all  of  those  cases, 
exports  to  Japan  have  expanded  substantially. 

We  showed  in  our  estimates  that  U.S.  exports  of  both  beef  and 
citrus  have  more  than  doubled  in  the  period  since  liberalization 
much  more  than  was  anticipated  at  the  time. 

My  point  is  that,  if  you  could  bring  the  issues  into  the  GATT, 
there  is  an  overwhelming  prospect  that  the  GATT  as  a  whole  will 
rule  against  Japan's  practices.  If  that  happens,  the  record  suggests 
that  Japan  has  generally  accepted  the  GATT  ruling  and  liberalized 
its  markets. 

We  obviously  have  to  keep  the  bilateral  pressure  on  throughout 
the  process,  but  I  think  in  the  first  instance,  at  least,  the  adminis- 
tration's strategy  of  bringing  this  whole  a^icultural  sector  into  the 
GATT  and  converting  the  barriers  into  tariffs  makes  sense. 
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Mr.  HOAGLAND.  Let  me  ask  you  one  last  question.  I  wonder  if 
you  would  describe  for  us  the  potential  market  for  American  agri- 
cultural products  in  Japan  if  these  barriers  are  removed. 

Mr.  Bergsten.  In  the  analysis  we  did  in  the  book,  which  you  ref- 
erenced earlier,  we  did  make  some  estimates  of  the  potential  in- 
crease of  U.S.  sales  into  the  Japanese  market,  both  in  the  aggre- 
gate and  in  terms  of  agriculture.  You  may  be  comforted  to  know 
that  we  believe  that  our  agricultural  estimates  are  the  most  solid 
in  the  book. 

There  had  been  some  very  detailed,  extensive  studies  that  we 
drew  on  that  have  estimated  the  impact  of  Japanese  liberalization. 
If  you  will  look  at  page  103  of  the  book,  table  4.3  summarizes  the 
results  of  two  very  elaborate  studies  that  had  been  done  of  Japa- 
nese agricultural  liberalization.  These  studies  have  been  reviewed 
and  are  widely  accepted  around  the  world  as  valid.  They  come  to 
a  fairly  wide  range  of  estimates,  and  we  adopted  that  range  in  our 
own  work,  but  it  does  suggest  with  some  precision  and  I  think  a 
lot  of  validity  that  there  are  large  amounts  of  money  involved, 
somewhere  on  the  order  of  $2  to  $6  billion. 

Again,  based  on  what  I  said  before,  most  of  the  actual  outcomes 
tend  to  exceed  the  estimates  at  the  time,  so  these  are  probably  con- 
servative estimates.  I  wouldn't  be  surprised  if  the  actual  outcome, 
once  those  markets  are  liberalized,  would  be  even  bigger. 

Mr.  HoAGLAND.  Well,  the  Japanese  consumers  are  certainly  pay- 
ing an  extraordinary  premium,  aren't  they,  for  these  sort  of  protec- 
tionist policies? 

Mr.  Bergsten.  That  table  I  referenced  shows  these  enormous 
differences — sevenfold  in  the  case  of  rice,  threefold  or  fourfold  in 
the  case  of  soybeans  or  wheat. 

There  is  another  table  on  page  101,  work  done  by  the  OECD, 
that  shows  the  consumer  subsidy  equivalents,  as  the  OECD  calls 
them,  across  the  board  in  agriculture.  For  Japan,  the  number  is 
about  50  percent.  It  shows  that  for  the  entire  agricultural  sector, 
Japanese  consumers  are  paying  something  like  50  percent  more  for 
their  food  than  would  be  the  case  at  market  prices.  And  for  some 
of  the  individual  items  such  as  rice,  the  number  is  much  higher 
than  that. 

Mr.  HoAGLAND.  Well,  let's  hope  that  the  new  government  shows 
more  consumer  sensitivity  in  response  to  these  figures. 

Mr.  Bergsten.  I  have  some  optimism  on  that  score  from  my  own 
frequent  visits  to  Japan  and  from  talking  to  people  there.  We  say 
in  the  book  that  the  political  revolution  in  Japan  might  actually 
lead  to  politicians  there  having  to  compete  for  votes  on  the  basis 
of  policies  and  improvements  in  the  standard  of  living  of  the  aver- 
age Japanese  person. 

The  leading  Japanese  business  newspaper  had  a  wonderful  edi- 
torial a  year  or  two  ago  headlined:  "Rich  Country,  Poor  People." 
Per  capita  income  in  Japan  is  now  statistically  50  percent  higher 
than  ours  at  market  exchange  rates,  but  no  analysis  suggests  that 
Japan's  standard  of  living  is  anything  like  ours,  in  large  part  be- 
cause of  food  prices. 

So  there  is  an  enormous  gap  between  the  national  wealth  and 
the  individual  well-being,  and  once  the  politicians  there  start  ex- 
ploiting that,  my  guess  is  it  could  go  very  far  very  fast. 
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Mr.  HoAGLAND.  Well,  let's  hope  they  do  it  quickly  for  the  sake 
of  our  agricultural  exporters,  among  others. 

Mr.  Bergsten.  Rignt. 

Mr.  HOAGLAND.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Chairman  GffiBONS.  All  this  leads  me  to  ask  you  the  question,  in 
our  negotiations  with  Japan,  wouldn't  we  be  better  off  if  we  nego- 
tiated with  them  not  as  United  States  versus  Japan  but  as  the  rest 
of  the  world  versus  Japan? 

I  realize  that  such  an  approach  might  create  a  domestic  political 
problem  in  the  United  States,  but  Japan  has  a  pretty  good  record 
of  responding  to  GATT  decisions.  Wouldn't  the  better  place  to  deal 
with  Japan  be  in  the  GATT  rather  than  through  bilaterals? 

Mr.  Bergsten.  I  think  it  is  true  that,  wherever  we  can  appeal 
to  GATT  rules  and  GATT  procedures,  we  should  do  so.  I  mentioned 
the  case  in  agriculture  of  a  few  years  ago. 

The  problem  is  twofold.  One  is  that  many  of  the  sectors  where 
we  need  liberalization  in  Japan  are  simply  not  covered  by  the  cur- 
rent GATT.  The  whole  services  component — ^financial  services,  the 
insurance  markets,  construction  contracting — these  industries  are 
iust  not  covered  by  the  GATT  in  whole  or  in  part.  So  you  try  to 
bring  them  under  the  GATT  as,  in  fact,  is  being  done  in  the  Uru- 
^ay  round.  But  you  can't  simultaneously  just  sit  still  and  do  noth- 
ing on  the  specific  problems  while  you  wait  for  the  round  to  be  con- 
cluded. 

You  will  recall,  more  than  most,  that  the  Uruguay  round  was  in- 
tended for  completion  3  years  ago.  If  this  had  been  the  case,  many 
of  these  issues  would  have  already  been  brought  under  the  GATT 
umbrella,  and  we  could  be  using  it  more  now.  That  is  the  over- 
whelming reason  for  bringing  the  Uruguay  round  to  a  successful 
conclusion.  We  could  then  invoke  it  more  often. 

But  right  now  a  lot  of  the  kev  areas  are  still  outside  its  purview. 
The  agricultural  sector,  as  we  know,  has  some  coverage,  but  many 
parts  of  it  are  not  covered,  and  that  is,  again,  a  major  purpose  of 
the  Uruguay  round.  Even  in  some  sectors  where  the  GATT  applies, 
such  as  subsidies  and  Government  procurement,  it  does  not  do  so 
adequately. 

Over  the  longer  term,  I  think  we  will  be  able  to  appeal  to  the 
GATT  more  in  sectors  such  as  supercomputers  or  construction  con- 
tracting if  we  can  expand  the  Government  procurement  code  in  a 
way  that  will  be  more  effective,  more  comprehensive  and  cover 
more  entities  that  will  then  be  ooligated  to  institute  open  bidding 
rules  and  the  like.  But,  until  you  have  negotiated  such  a  code,  you 
are  prettv  much  forced  to  address  these  issues  bilaterally. 

The  otner  big  element  of  the  GATT  that  has  been  a  problem,  of 
course,  is  its  decisionmaking  process.  Its  dispute  settlement  mecha- 
nism has  been  ineffective,  it  has  been  slow,  and  an  individual  coun- 
try can  veto  the  outcome  and  essentially  keep  itself  from  being  de- 
clared guilty.  We  hope  that  will  change  with  the  Uruguay  round 
package,  and  some  of  it  has  already  begun  to  change,  so  I  think 
5  or  10  years  from  now  we  will  be  able  to  do  much  more  of  what 
you  suggest,  and  I  think  it  is  highly  desirable.  Most  of  the  world 
agrees  with  us  that  Japan  must  liberalize  many  of  these  markets 
much  more  extensively. 
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I  think  the  administration  has  had  another  strong  selling  point 
in  its  current  approach  to  Japan  in  that  it  has  been  seeking  Ja- 
pan's liberalization  vis-a-vis  all  imports,  not  just  toward  U.S.  prod- 
ucts. The  Bush  administration  made  a  big  error,  and  really  hurt 
the  U.S.  negotiating  position  around  the  world,  when  it  made  the 
auto  and  auto  parts  deal  with  Japan  only  for  American  autos  and 
auto  parts.  That  enabled  the  Japanese  to  go  out  and  say  to  the  rest 
of  the  world  that  the  Americans  are  violating  all  of  the  multilateral 
principles.  They  are  just  trying  to  get  their  own  products  in.  They 
will  do  it  by  shutting  out  your  products.  That  was  a  big  mistake. 

The  current  administration  has  done  it  right.  It  is  trying  to  open 
the  Japanese  market  to  all  comers.  Naturally,  it  pursues  products 
where  is  thinks  the  United  States  has  the  competitive  advantage 
and  will  do  well,  but  the  administration  is  trying  to  open  these 
markets  for  all  producers. 

We  studied  the  semiconductor  agreement  in  our  book.  The  semi- 
conductor agreement  opened  Japanese  markets  and  set  market 
share  targets  for  imports  from  all  quarters,  not  just  from  the  Unit- 
ed States.  Korean  sales  increased.  European  sales  increased.  No- 
body could  claim  it  was  purely  chauvinism  on  America's  part. 

Our  study  suggested  that  U.S.  exports  of  semiconductors  to 
Japan  doubled,  and  the  global  sales  to  Japan  of  American  semi- 
conductor firms  doubled.  Those  are  two  different  things,  of  course, 
because  the  American  semiconductor  firms  produce  to  a  great  ex- 
tent in  offshore  locations,  but  the  agreement  liberalized  for  those 
products  as  well,  so  I  think  that  was  a  model  of  how  liberalization 
should  be  negotiated. 

Alan  Wolff  is  here.  He  is  one  of  the  architects  of  the  semiconduc- 
tor agreement.  We  strongly  endorse  the  market-expanding  part  of 
the  semiconductor  agreement  as  a  model  for  other  sectors.  We  cer- 
tainly suggest  it  had  very  positive  results.  But,  again,  it  is  crucial 
that  it  addressed  imports  from  all  quarters,  not  just  from  the  Unit- 
ed States  and  not  even  just  for  U.S.  companies. 

Chairman  Gibbons.  Thank  you  very  much.  When  I  finish  read- 
ing your  book  I  will  be  happy  to  sit  down  and  discuss  it  further. 

Mr.  Bergsten.  I  will  be  happy  to  have  lunch  and  explain  more 
of  it  anytime  you  want. 

Chairman  Gibbons.  Good. 

Next  we  have  a  panel  of  American  organizations:  the  American 
Electronics  Association,  Mr.  Brenner;  the  Semiconductor  Associa- 
tion, former  Ambassador  Alan  Wolff;  the  American  Insurance  Asso- 
ciation, Mr.  Morein;  and  the  Automotive  Parts  &  Accessories  Asso- 
ciation, Mr.  Kadrich. 

Let's  go  first  to  the  American  Electronics  Association. 

STATEMENT  OF  ARNOLD  BRENNER,  CHAIRMAN,  JAPAN 
ADVISORY  COMMITTEE,  AMERICAN  ELECTRONICS  ASSOCIA- 
TION; AND  EXECUTIVE  VICE  PRESIDENT  AND  GENERAL 
MANAGER,  JAPAN  GROUP,  MOTOROLA,  INC. 

Mr.  Brenner.  Thank  you,  Mr.  Chairman. 

I  am  Arnold  Brenner,  executive  vice  president  and  general  man- 
ager of  the  Japan  Group  at  Motorola.  On  behalf  of  the  American 
Electronics  Association,  I  appreciate  the  opportunity  to  testify  on 
the  subject  of  United  States-Japan  trade  and  economic  relations. 
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The  American  Electronics  Association,  AEA,  represents  over 
3,000  companies  in  all  segments  of  the  electronics  industry,  includ- 
ing telecommimi cations,  medical  electronics,  computers  and  periph- 
erals, semiconductors  and  semiconductor  manufacturing  equip- 
ment, instruments,  and  software.  Over  80  percent  of  AEA's  mem- 
bership is  comprised  of  small  entrepreneurial  companies  with  fewer 
than  200  employees. 

Electronics  is  the  Nation's  largest  manufacturing  sector,  with  ap- 
proximately 2.3  million  Americans  employed  directly  in  the  indus- 
try. Worldwide  sales  of  electronics  firms  now  total  over  $400  billion 
per  year.  Moreover,  as  the  tool  builder  for  the  rest  of  the  economy, 
the  U.S.  electronics  industry  certainly  would  rank  very  high,  if  not 
number  one,  in  strategic  importance  for  the  economic  well-being  of 
the  United  States. 

One  of  the  more  important  facts  about  our  industry  is  that  over 
450  U.S.  electronics  firms  have  offices,  people,  and  representation 
in  Japan.  This  is  an  industry  which  has  committed  significant  re- 
sources to  compete  for  Japan's  lucrative  markets.  These  are  not 
companies  that  can  be  criticized  for  inadequate  efforts  to  sell  in 
Japan. 

Mr.  Chairman,  if  the  committee  could  come  away  from  this  hear- 
ing with  just  one  message  today,  it  should  be  this:  A  continuing 
electronics  bilateral  trade  deficit  with  Japan  represents  a  direct 
transfer  of  wealth,  lost  sales,  and  profits  for  U.S.  companies  and 
lost  jobs  for  American  workers.  The  Japanese  must  understand  the 
importance  our  negotiators  place  on  improvement  in  electronics 
trade. 

Further,  if  we  have  learned  anything  from  the  past,  it  is  that  any 
trade  negotiations  must  embody  clear  measures  to  indicate 
progress  in  our  trade  with  Japan,  and  the  United  States  must  be 
willing  to  use,  if  necessary,  our  existing  trade  laws  if  the  negotia- 
tions do  not  yield  the  expected  results. 

The  overall  bilateral  trade  deficit  with  Japan  is  concentrated  in 
two  sectors,  autos  and  electronics,  with  electronics  representing 
about  45  percent  of  the  total  deficit.  This  deficit  in  electronics  has 
increased  despite  the  devaluation  of  the  dollar  vis-a-vis  the  yen.  It 
rose  12  percent  in  1992,  reaching  $22.3  billion.  Furthermore,  the 
deficit  continues  to  deteriorate,  despite  as  many  as  20  bilateral 
trade  agreements  focused  in  this  sector. 

What  we  seek  are  truly  effective  market  access  negotiations  for 
electronics  which  reduce  market  barriers  in  Japan  and  provide  a 
measurable,  steady  and  substantial  increase  in  American  firms' 
sales  and  market  share  in  Japan,  commensurate  with  their  global 
competitiveness. 

Our  relationship  with  Japan,  both  as  a  partner  and  a  competitor, 
is  critical  to  the  future  of  this  industry  for  two  reasons.  First, 
Japan  is  a  significantly  large  market  for  electronics  products. 
American  companies  today  hold  more  than  50  percent  of  the  world 
market,  but  our  industry's  sales  in  Japan  iare  only  about  19  percent 
of  that  market. 

As  an  example.  Motorola  is  generally  regarded  as  being  highly 
successful  in  Japan,  However,  if  we  in  our  company  had  the  same 
share  of  market  in  Japan  that  we  have  in  the  rest  of  the  world  we 
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would  do  two  and  a  half  times  the  business  there  that  we  do  today. 
Our  market  share  in  Japan  defies  our  global  leadership. 

If  the  United  States  could  increase  their  exports  to  Japan  to 
eliminate  only  half  of  this  gap,  the  effects  would  be  enormous.  U.S. 
firms'  sales  would  increase  by  some  $23  billion.  This  could  generate 
some  200,000  to  500,000  new  jobs,  and  the  current  $22  bilRon  defi- 
cit in  U.S.  electronics  trade  with  Japan  would  be  significantly  re- 
duced. 

Second,  our  industry  is  disadvantaged,  trying  to  compete  world- 
wide with  a  Japanese  electronics  industry  that  benefits  from  a 
largely  sheltered  home  market.  The  economic  effect  of  limitations 
on  foreign  access  to  the  Japanese  electronics  market  is  to  provide 
a  significant  profit  haven  in  the  form  of  an  assured  substantial 
home  market,  which  enable  the  Japanese  companies  to  become 
even  stronger. 

U.S.  electronics  companies  confront  a  wide  array  of  barriers  to 
access  the  Japanese  market.  These  practices,  which  we  have  de- 
tailed in  written  testimony,  are  interrelated  and  systemic.  The  bar- 
riers are  concentrated  in  four  general  areas:  Government  procure- 
ment, exclusionary  business  practices,  ineffective  intellectual  prop- 
erty protection,  and  market-limiting  regulatory  procedures  ofi^en  re- 
ferred to  as  administrative  guidance. 

The  AEA  has  provided  the  Government  negotiators  over  50  spe- 
cific recent  anecdotes  demonstrating  the  obstacle  course  non-Japa- 
nese companies  must  run  before  they  get  to  the  marketplace.  Just 
as  an  example,  Mr.  Chairman,  here  is  a  catalog  book  of  Motorola's 
wireless  telecommunications  products  which  we  can  sell  in  the 
world  and  in  the  United  States.  Contrast  that  to  our  sales  catalog 
book  which  we  can  sell  in  Japan.  This  is  the  example  of  market- 
limiting  regulations. 

U.S.  Government  efforts  to  deal  with  individual  procedural  bar- 
riers to  electronics  in  Japan  are  less  effective  than  treating  them 
as  a  whole,  comprehensive  system.  With  its  framework,  the  admin- 
istration moves  closer  to  this  comprehensive  approach.  It  recog- 
nizes the  problem  is  not  just  macroeconomic.  It  is  complex,  and  it 
is  detailed — microeconomic. 

We  urge  the  administration  and  Congress  to  put  a  high  priority 
on  electronics  because  of  the  si^ificant  opportunities  for  export  ex- 
pansion, increase  in  productivity,  and  growth  in  high  skill,  high 
wage  and  high  value-added  jobs. 

AEA  is  prepared  to  work  with  the  Congress  and  the  administra- 
tion to  achieve  truly  effective  market  access  negotiations  for  elec- 
tronics. 

Thank  you,  Mr.  Chairman.  I  will  be  happy  to  answer  questions 
now  or  at  the  conclusion  of  our  panel. 

Chairman  Gibbons.  Thank  you,  Mr.  Brenner. 

[The  prepared  statement  follows:] 
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STATEMENT 

BY  ARNOLD  BRENNER 

EXECUTIVE  VICE  PRESIDENT  AND  GENERAL  MANAGER,  JAPAN 

GROUP 
MOTOROLA,  INC. 

ON  BEHALF  OF 

THE  AMERICAN  ELECTRONICS  ASSOCIATION 

BEFORE  THE 


Introduction 

Mr.  Chairman,  Members  of  the  Committee  I  aim  Arnold  Brenner, 
Executive  Vice  President  amd  General  Manager,  Japan  Group  at  Motorola. 
On  behalf  of  the  Americana  Electronics  Association,  I  appreciate  the 
opportunity  to  testify  on  the  subject  of  n.S.-Japam  trade  and  economic 
relations . 

Motorola  is  the  leading  provider  of  wireless  communications  and 
electronic  equipment,  systems,  components  and  services  for  worldwide 
markets.  Our  revenue  in  1992  was  $13.2  billion,  with  over  50%  being 
derived  from  international  sales. 

The  American  Electronics  Association  ("AEA"),  represents  over 
3,000  companies  in  all  segments  of  the  electronics  industry,  including 
telecommunications,  medical  electronics,  computers  and  peripherals, 
semiconductors  and  semiconductor  manufacturing  equipment,  instruments, 
and  software.  Over  80  percent  of  the  membership  is  small, 
entrepreneurial  companies  with  fewer  than  200  employees. 

Electronics  is  the  nation's  largest  manufacturing  sector  with 
approximately  2.3  million  American  workers  employed  directly  in  the 
industry.   Worldwide  sales  of  electronics  firms  now  total  over  $400 
billion  per  year.   Many  of  our  firms  derive  fully  half  of  their  total 
revenues  from  export  axid  overseas  sales. 

Key  PointB 

•  The  bilateral  trade  deficit  with  Japan  is  concentrated  in  two 
sectors  --  autos  and  electronics,  with  electronics  representing 
about  45%  of  the  deficit. 

•  This  bilateral  trade  deficit  in  electronics  remains,  emd,  in 
fact,  increased  despite  the  devaluation  of  the  dollar  vis-a-vis 
the  yen.   It  rose  12  percent  in  1992  alone,  reaching  $22.3 
billion,  up  from  $8.9  billion  in  1983. 

•  We  believe  it  is  also  significant  that  our  trade  balance  in 
electronics  continues  to  deteriorate  despite  as  many  as  2  0 
bilateral  trade  agreements  in  electronics.   It  is  clear  that 
without  a  comprehensive  strategy  for  measuring  results, 
monitoring  and  implementing  increased  market  access,  individual 
agreements  will  not  produce  appropriate  results. 

•  For  this  reason,  we  commend  the  Administration's  commitment  to 
results-oriented  negotiations  with  Japan  and  to  establishing 
effective  indicators  to  signal  improvements  or  indicate  problem 
areas  for  corrective  action. 

•  Our  market  share  in  Japem  defies  our  global  leadership  ajid 
competitiveness.   The  U.S.  electronics  industry  has  just  over  5  0% 
of  the  global  market  share  and  yet  in  Japan  we  have  a  mere  18.8% 
(all  segments  of  electronics  including  telecommunications, 
computers,  software,  medical  equipments,  semiconductors, 
instruments) . 

•  As  long  as  substantial  amd  economically  unjustifiable  disparities 
exist  between  D.S.  electronics  firms'  success  in  Japan  and  their 
much  greater  success  in  other  markets,  the  U.S.  electronics 
industry  will  consider  negotiations  unsuccessful. 
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•  What  we  seek  are  truly  effective  market  access  negotiations  for 
electronics  which  (1)  reduce  electronics  market  barriers  in  Japan 
and  (2)  provide  measurable,  steady  and  substantial  increases  in 
O.S.  electronics  firms'  sales  and  market  shares  in  Japan 
commensurate  with  their  global  competitiveness. 

•  D.S.  electronics  compemies  confront  a  wide  array  of  barriers  to 
access  to  the  Japamese  electronics  market.   These  practices 
(detailed  below)  are  interrelated,  systemic  and  affect  O.S.  and 
other  non-Japanese  electronics  compamies  in  a  wide  range  of 
products  and  sectors.   The  barriers  are  concentrated  in  four 
general  areas:  government  procurement,  exclusionary  business 
practices,  ineffective  intellectual  property  protection,  and 
market- limiting  regulations.   These  barriers  and  practices  --  and 
their  economic  consequences  --  remain,  despite  devaluation  of  the 
dollar  and  numerous  bilateral  trade  agreements  over  the  last 
decade. 

•  Experience  has  shown  that  D.S.  government  efforts  to  deal  with 
the  trade  barriers  in  electronics  with  Japan  as  separate,  or 
separable,  problems  will  be  much  less  effective  than  treating 
them  as  a  comprehensive  system  that  has  had  the  effect  of  locking 
many  D.S.  electronics  firms  and/or  products  out  of  Japan. 

The  Debate   on  MeaBuring  Ptoqtbbb 

AEA  applauds  the  Administration's  determination  and  focus  on 
results  and  indicators  to  determine  progress.   It  is  eminently 
practical  that  our  most  important  bilateral  relationship  is  focused  on 
quality  and  improvement.   Both  Japan  and  the  Dnited  States  should 
welcome  a  process  where  identifying  barriers  emd  implementing 
corrective  action  are  seen  as  an  opportunity  for  change  and  growth 
rather  than  disputes. 

Japan  is  a  country  rich  with  experience  in  quality  processes, 
where  the  focus  is  on  meeting  customer  needs.    Such  a  system 
traditionally  has  required  the  development  by  both  industry  and 
government  of  quantifiable  measures  to  monitor  and  detect  changes  in 
performance,  quality  and  demand.  Yet,  Japam  has  opposed  the  adoption 
of  such  measures  for  assessing  the  progress  of  trade  agreements.   This 
is  difficult  to  understcind,  since  the  D.S.  government  has  merely 
proposed  a  measurement  concept  that  basically  reinforces  the  Japanese 
quality  process.   With  this  frsune  of  reference,  establishing 
benchmarks  simply  provides  an  opportunity  to  determine  improvements  as 
well  as  identify  in  a  timely  manner  where  problems  may  be  occurring, 
so  corrective  action  can  be  taken. 

Such  benchmarks  could  include  growth  in  market  penetration, 
improvements  in  overall  sales  volume,  and  even  procedural  indicators 
that  provide  frequent  portraits  of  the  effects  and  extent  of  market 
access  improvements. 

Effect   of  BarrierB   to  Accbbb 

D.S.  and  other  non- Japanese  companies  face  barriers  in  three 
principal  contexts  --   in  their  efforts  to  sell  to  governmental 
purchasers,  to  sell  to  Japan's  commercial  markets  and  to  introduce  and 
utilize  technology  in  the  Japanese  market. 

The  companies  that  AEA  represents  are  technological  leaders  in 
their  fields,  and  are  generally  the  market  leaders  in  the  D.S.  and 
world  markets  other  than  Japan.   These  are  not  companies  that  can  be 
criticized  for  inadequate  efforts  to  sell  in  Japan.   To  the  contrary. 
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they  have  been  in  Japan  for  extended  periods  of  time,  have  substantial 
employment  in  Japan  and  have  research  and  development,  servicing, 
engineering  and  in  many  cases  manufacturing  facilities  in  Japaui. 

There  is  unambiguous  evidence  of  the  adverse  effect  of  Japanese 
barriers  to  D.S.  access  to  the  Japanese  electronics  market: 

•  In  1990-1991,  American  compsinies  held  more  them  50  percent 
of  the  world  market  for  electronics  products,  but  D.S. 
industry  sales  in  Japan  in  the  same  period  averaged  only 
18.8  percent  of  that  market.   The  share  of  the  Japanese 
electronics  market  represented  by  imports  direct  from  the 
O.S.  is  even  lower  --  6.8  percent  in  1991. 

•  Japan  imports  a  far  lower  percentage  of  its  electronics 
consumption  --  12.5  percent  --  than  any  other  major 
industrialized  country.   Imports  represent  35  percent  of 
electronics  consumption  in  the  O.S.  and  73  percent  in 
Europe . 

•  In  each  of  the  key  electronics  sectors  represented  by  AEA, 
there  is  strong  statistical  evidence  of  dramatic  disparities 
in  the  market  share  of  D.S.  firms  in  Japan  compared  with 
their  shares  in  other  world  markets.   The  seune  pattern  is 
repeated  if  one  looks  at  individual  D.S.  firms'  shares  of 
major  segments  of  the  Japanese  electronics  market. 

•  Japemese  market  access  restrictions  significantly  contribute 
to  the  bilateral  trade  deficit  with  Japan  in  electronics. 
That  deficit  was  $22  billion  in  1992  aind  is  expected  to 
continue  to  grow.   The  Japanese  Industry  Development 
Association  itself  predicts  that  the  Onited  States'  global 
electronics  deficit  with  Japan  will  rise  to  $60  billion  in 
the  next  8  years,  while  Japan's  global  electronics  surplus 
will  exceed  $100  billion.   Along  with  automobiles, 
electronics  trade  is  a  principal  contributor  to  the  D.S.- 
japsm  bilateral  trade  deficit. 

IMPORTANCE  OF  THE  ELECTRONICS  INDUSTRY  TO  THE  DNITBD  STATES 

In  discussing  the  industries  issues,  the  economic  importance 
to  the  Dnited  States  of  a  competitive  electronics  industry  should  be 
understood  by  D.S.  economic  policymakers.   The  industry  is  a  vital 
engine  of  jobs  creation  and  economic  growth  for  the  entire  D.S. 
economy,  and  the  industry's  technological  leadership  is  critical  to 
the  competitiveness  of  the  overall  economy. 

Even  the  most  cursory  examination  of  the  statistics  reveals 
the  crucial  importance  of  the  electronics  sector  to  the  overall  D.S. 
economy: 

•  Employment:   Employment  of  2.3  million,  representing 
approximately  9  percent  of  the  workforce. 

•  Output ;   An  estimated  $250  billion  in  production  in  1992, 
representing  approximately  15  percent  of  total  D.S. 
manufacturing . 
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•  Growth:   In  1993,  the  five  fastest  growing  manufacturing 
industries  in  the  O.S.,  according  to  the  Department  of 
Conunerce,  will  all  be  sectors  of  the  electronics  industry. 

•  Exports :   Electronics  exports  of  components  and  hardware 
were  over  2  5  percent  of  output.   In  1992,  estimated  total 
electronics  exports  were  valued  at  over  $50  billion, 
representing  nearly  15  percent  of  total  D.S.  exports. 

•  Technology:   In  1991,  U.S.  electronics  compcinies  spent  more 
than  7  percent  of  sales  on  R&D.   Few  industries  match  this 
rate  of  investment  in  future  technologry. 

Beyond  these  direct  measures,  the  electronics  industry's 
important  role  in  the  economy  should  be  noted.   In  the  modem 
information  era,  electronics  form  the  baclcbone  needed  to  increase 
productivity,  innovation  ajid  growth  throughout  the  economy. 
Electronics  components,  subsystems,  and  software  are  embedded  in 
almost  every  product  made  by  non-electronics  industries  today. 

Banks,  airlines  and  other  service  institutions  cannot 
compete  without  modern,  electronic  computer  and  information  systems, 
and  many  successful  companies  have  devised  their  entire  business 
strategies  around  innovative  information  processing.   In  manufacturing 
industries,  electronics  increasingly  play  a  key  role.   New  world-class 
factories  use  computers  to  link  various  production  units  amd  the  rest 
of  the  company  together,  and  electronic  equipment  is  fundamental  to 
all  aspects  of  automation  and  quality  control  that  are  at  the  heart  of 
increasing  U.S.  competitiveness  in  the  manufacturing  sector. 
Electronics  technology  is  also  critical  to  D.S.  national  security, 
both  in  terms  of  military  sophistication  and  in  terms  of  maintaining  a 
technologically  superior  industrial  base. 

Finally,  it  is  importamt  to  emphasize  that  electronics,  as  a 
high-technology  mamufacturing  sector,  generate  the  kinds  of  jobs  that 
are  critical  to  raising  the  standard  of  living  in  this  nation.   These 
are  high-wage,  high-skill  jobs,  with  prospects  for  increasing  levels 
of  wages  as  markets  for  the  products  grow  in  the  D.S.  and  aroxind  the 
world.   Thus,  a  denial  of  access  to  the  D.S.  electronics  industry  to 
the  world's  second  largest  market  has  serious  consequences  to  the 
overall  economy. 

IMPORTANCB  OF  THB  IMPROVBD  MARKET  ACCESS  IH  JAPAN  FOR  THE  O.S. 
BLECTROHICS  INDUSTRY 

The  U.S.  electronics  industry  is  the  preeminent  global  force 
in  electronics.   The  U.S.  continues  to  be  a  highly  competitive 
location  for  electronics  production.   Despite  these  undisputed  facts, 
the  D.S.  electronics  industry's  competitive  position  was  eroded  in  the 
1980s  in  large  part  due  to  lack  of  effective  access  to  the  Japanese 
market . 

In  evaluating  the  importance  of  access  to  Japan's  market  to 
the  U.S.  electronics  industry,  two  central  facts  must  be  kept  in  mind: 

•  The  D.S.  industry's  share  of  world  electronics  production  in 
1985  was  64.5  percent.   By  1991,  it  had  fallen  to 

50.5  percent  (or  by  14  percentage  points),  while  Japan's 
share  rose  by  7  percentage  points. 
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•  The  United  States'  electronics  trade  deficit  with  Japsm  was 
only  $3  billion  in  1979.   By  1992,  it  had  risen  to  $22 
billion.   The  deficit  rose  12  percent  in  1992  alone,  even 
though  the  value  of  the  dollar  fell  substantially  against 
the  yen. 

While  the  D.S.  industry  has  made  great  strides  in  reversing 
the  trend  in  the  loss  of  its  global  market  position,  the  lack  of 
effective  access  to  Japan  seriously  impedes  that  effort.   There  are 
two  prirfcipal  reasons  why  Japan  market  access  is  so  critical  to  the 
industry's  competitive  position: 

First,  Japan  is  an  immense  and  rapidly  growing  market  for 
electronics  products.   With  consumption  estimated  by  the  Electronics 
Industry  Association  of  Japan  at  $122.4  billion  in  1991,  it  trails 
only  the  United  States  as  the  world's  second  largest  market.   As  such, 
it  is  a  market  in  which  the  U.S.  electronics  industry  cannot  accept 
relegation  to  an  artificially  small  level  of  sales,  especially  given 
the  degree  of  openness  of  the  D.S.  market  for  Japanese  products. 
American  compamies  today  hold  more  than  5  0  percent  of  the  world  market 
for  electronics  products,  yet  our  industry's  sales  in  Japan  represent 
only  18.8  percent  of  that  market  --  slightly  more  than  one- third  our 
global  market  share  and  less  than  one-third  our  share  of  markets 
outside  Japam. 

Second,  our  industry  cannot  long  continue  to  compete 
worldwide  with  a  Japanese  electronics  industry  that  benefits  from  a 
largely  sheltered  home  market.   The  economic  effect  of  limitations  on 
foreign  access  to  the  Japanese  electronics  market  is  to  provide  a 
significant  subsidy  --  in  the  form  of  an  assured  substantial  volume  of 
home  market  sales,  often  at  artificially  high  prices  --  to  finance 
Japanese  companies'  development  of  technology,  their  worldwide 
marketing  and  their  export  pricing. 

To  illustrate  the  impact  of  greater  market  access,  if  U.S. 
companies  could  increase  their  exports  to  Japan  sufficiently  to 
eliminate  only  half  of  the  gap  between  our  Japan  and  non-Japan  market 
success,  the  effects  would  be  enormous: 

•  D.S.  firms'  sales  would  increase  by  some  $23  billion; 

•  This  would  generate  some  200,000  to  500,000  new  D.S.  jobs; 

•  The  current  $22  billion  deficit  in  D.S.  electronics  trade 
with  Japan  would  be  eliminated;  and 

The  1992  D.S.  merchandise  trade  deficit  of  $102  billion 
would  be  reduced  by  over  20  percent. 

JAPAN'S  SYSTEMATIC  BARRIERS  TO  MARKET  ACCESS 

The  single  most  important  element  to  understand  about  the 
barriers  to  D.S.  firms'  access  to  Japan's  electronics  market  is  that 
the  barriers  are  embodied  in  a  system  of  access-denying  practices.   A 
negotiating  initiative  that  deals  separately  with  one  or  more 
individual  practices  cannot  be  effective,  because  elimination  of  one 
barrier  practice  will  leave  in  place  other  practices  having  similar 
access-denying  effects. 
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Because  of  the  systematic  nature  of  Japan's  electronics 
market  access  barriers,  it  is  important  to  amalyze  the  various 
practices  together,  not  separately,  in  each  context  in  which  D.S. 
firms  encounter  them  in  the  Japanese  market.   Such  a  systematic 
analysis  is  set  forth  below  for  each  of  the  four  contexts  in  which 
U.S.  electronics  firms  have  access  problems  in  Japan: 

•  Government  Procurement 

•  Exclusionary  Business  Practices 

•  Effective  Intellectual  Property  Protection, 

•  Market-Restricting  Regulations 

BaxTJex-fl  to   O.S.    ElectronicB  Firms'   Accbbb   to  Jayan's   Govenment 
Market B 

D.S.  companies  in  the  electronics  sector  regularly  find  that 
their  success  in  selling  to  governmental  purchasers  in  Japan  falls  far 
short  of  their  success  in  Japanese  commercial /industrial  markets  (even 
though  those  markets  are  also  characterized  by  substantial  market 
access  barriers). 

The  phenomenon  of  denial  of  access  to  Japan's  government 
procurement  markets  is  familiar  to  O.S.  Government  officials  from  its 
from  their  recent  negotiation  with  Japan  on  procurement  of  computers. 
The  other  segments  of  the  electronics  industry  encounter 
discriminatory  and  preclusive  procurement  practices  quite  similar  to 
those  experienced  by  U.S.  computer  manufacturers,  with  similar 
access -denying  effects 

While  Japan  is  a  signatory  to  the  GATT  Government 
Procurement  Code,  it  has  not  met  the  spirit  of  openness  of  that  code. 
Its  failure  to  do  so  has  led  to  repeated  demands  for  additional 
commitments  by  the  Japanese  Government  to  change  certain  procedures  in 
the  procurement  process.   The  NT/T  Agreement  and  the  July  1985  "Action 
Plan, "  for  example,  were  designed  to  facilitate  market  entry  by 
foreign  suppliers  through  the  elimination  of  specific  barriers 
identified  in  those  sub-sectors.   These  additional  commitments  have 
been  of  little  greater  value  than  the  GATT  Code  itself,  however,  and 
there  has  not  been  any  system-wide  opening  of  the  procurement  market 
for  two  principal  reasons. 

First,  the  predicted  benefits  of  each  agreement,  to  the 
extent  they  are  realized,  are  limited  to  a  single  sub-sector.   The 
most  notable  example  is  the  January  1992  "Measures  Related  to  Japanese 
Public  Sector  Procurement  of  Computer  Products  and  Services."   The 
Government  of  Japam ' s  recent  commitments  to  open  public  sector 
procurement  of  computers  may  increase  D.S.  access  to  the  Japanese 
government  computer  market.   However,  the  same  barriers  exist  for 
other  sectors  of  the  electronics  industry,  axid  the  commitments  in  this 
agreement  and  other  new  provisions  that  are  not  addressed  in  the 
agreement  should  be  extended  to  cover  all  electronics  industry 
products.   The  November  "1991  "Dnderstamding  on  Government 
Procurement,"  although  an  aclcnowledgement  that  barriers  exist 
throughout  the  procurement  procedures  and  decision-making  of  the 
Government  of  Japan,  was  independently  amd  voluntarily  produced. 
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unenforceable  and  falls  far  short  of  meeting  the  objectives  D.S. 
industry  had  formally  identified  to  Japan. 

Second,  while  improvements  have  occurred  in  the  form  of 
temporary,  limited  access  to  specific  sectors  after  heavy  foreign 
pressure  has  been  applied,  emy  permanent  gains  in  access  have  not  been 
commensurate  with  the  international  competitiveness  of  the  U.S. 
companies  involved.   New  restrictive  practices  and  old  relationships 
among  suppliers  and  procuring  agencies  continue  to  preclude  real  gains 
in  sales  and  market  share. 

As  the  Executive  Branch  knows  from  these  access  negotiations 
in  the  computer  context,  the  nature  of  Japan's  electronic-sector 
government  procurement  access  barriers  runs  from  denial  of  the  right 
to  bid  to  a  wide  variety  of  discriminatory  standards  smd  procedures. 
In  addition,  U.S.  firms  encounter  anticompetitive  practices  by  their 
Japanese  rivals  in  the  procurement  context.   Set  forth  below  is  a 
representative  sampling  of  access-denying  practices  reported  to  AEA  by 
companies  recently  surveyed. 

Fragmented  and  disparate  qpialifying  processes; 

Irregular  and  discriminatory  planning  procedures; 

Selectively  disclosed  and  biased  design  processes  for 
specific  projects; 

Excessive  sole  sourcing; 

Arbitrary  allocation  of  contracts  between  Japanese  and 
foreign  suppliers; 

Bid  evaluation  by  price  alone,  which  encourages  "buy-ins;" 

Ineffective  bid  protest  procedures; 

Inadequate  and  unenforceable  coverage  under  the  GATT 
Government  Procurement  Code; 

Limited  reporting  of  statistics; 

Post-award  project  scaledowns;  and 

A  general  "Buy  Japan"  bias  that  runs  deep  in  the  government 
bureaucracy. 

In  addition  to  the  foregoing,  D.S.  electronics  companies  are 
adversely  affected  in  the  government  procurement  markets,  as  well  as 
in  Japan's  private  sector,  by  the  siibsidization  of  certain  of  their 
Japsmese  competitors,  by  collusive  practices  by  their  Japanese 
competitors,  eind  by  the  effects  of  Japan's  intellectual  property 
practices . 


Barriera   to   U.S.    Participation  in  Japem's  Commercial   and  Jnduatrial 
Electronics  Markets 

The  most  fundamental  barriers  to  access  to  the  Japanese 
commercial  market  are  the  various  manifestations  of  Japanese 
consumers'  refusals  to  deal  with,  or  their  arbitrary  allocation  of  a 
very  limited  share  of  the  market  to,  foreign  suppliers,  despite 
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foreign  suppliers'  ability  to  supply  a  competitive  product  in  terms  of 
price  and  technology.   Such  practices  are  even  applied  to  foreign 
suppliers  that  offer  more  advamced  products  than  are  being  produced  by 
Japanese  competitors.   These  refusals  to  deal  and  arbitrary 
allocations  are  often  manifest  in  purchaser  specifications,  which 
depart  from  international  norms  and  are  skewed  toward  Japanese 
competitors.   Another  pervasive  barrier  is  refusal  to  permit  foreign 
firms  to  participate  in  the  "design-in"  process,  by  which  a  Japemese 
industrial  customer  will  work  with  one  or  more  Japanese  supplier  to 
design  product  specifications. 

These  practices  of  Japanese  industrial  consumers  exist  in 
industry  segments  where  keiretsus  are  dominant  as  well  as  areas  where 
such  keiretsus  are  not  an  important  factor.   Japan's  keiretsus,  or 
industrial  groups,  consist  of  either  conglomerates  or  vertical 
grouping  of  companies  that  are  characterized  by  long-term  association, 
cross-holdings  of  stock  and  extensive  business  dealings.   With 
vertical  keiretsus,  the  companies  hold  each  other's  shares,  exchange 
information  and  cooperate  in  new  ventures.   Since  the  relationship  is 
vertical,  the  closest  ties  are  between  buyers  and  suppliers  or  between 
maker  and  distributor  in  the  group. 

These  restrictive  practices  are,  on  their  face.  Inconsistent 
with  Japan's  amtitrust  and  fair  competition  laws.   Thus,  important  AEA 
goals  are  to  end  Japanese  government  tolerance  of  such  anticompetitive 
activities,  obtain  Japanese  government  commitments  to  take  aggressive 
action  against  such  unfair  practices,  and  adopt  measures  to  correct 
the  exclusionary  effects  of  those  practices.   Most  important,  however, 
is  for  the  Government  of  Japan  to  make  it  clear  to  industrial 
purchasers  of  electronic  products  that  they  must  end  their 
discriminatory  purchasing  policies. 

Foreign  firms  also  encounter  governmental  barriers  in  their 
efforts  to  sell  in  Japanese  commercial  euid  industrial  electronics 
markets,  including: 

•  Governmental  regulatory  policies  that  discriminate  against 
foreign  sellers  aind  that  are  often  designed  to  prevent  or 
limit  sales  of  new  or  more  advanced  products  by  foreign 
companies  until  Japanese  firms  can  achieve  technological 
and/or  cost  competitiveness  (see  further  discussion  below), 

•  Discriminatory  standards  established  by  the  government  or  by 
japamese  company  groups,  auad 

•  Subsidies  to  U.S.  firms'  Japanese  competitors 

Barriers   to  U.S.    Electronics  Firms'    Introduction  tmd  Utilization  of 
Technology  in   the  Javanese  Market 

The  Japanese  intellectual  property  system  effectively 
deprives  a  substantial  number  of  U.S.  electronics  firms  of  a  critical 
competitive  advantage  they  would  otherwise  have  in  their  efforts  to 
sell  to  Japanese  industrial  customers  --an  exclusive  and  enforceable 
right  to  their  own  innovative  products.   The  lack  of  effective  patent 
protection  stems  from  both  the  delay  in  the  issuance  of  patents 
(especially  broad  patents  which  Americans  are  prone  to  file)  and   the 
failure  to  provide  effective  and   timely  enforcement  for  the  rare 
patent  which  issues  in  time  to  be  a  factor  in  the  Japanese 
marketplace. 
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The  Japanese  Intellectual  property  system,  though  It 
borrowed  many  of  the  basic  procedures  found  in  European  patpnt 
systems,  over  the  years  developed  a  substantially  different 
orientation  from  that  found  in  the  patent  systems  of  other  developed 
nations.   Unlike  patent  regimes  in  Europe  and  the  United  States,  the 
Japanese  intellectual  property  system  is  oriented  toward  fostering 
early  disclosure  and  sharing  of  innovative  technology  among 
competitors,  rather  than  rewarding  inventors  with  exclusive  rights  to 
the  fruits  of  their  laUoors  for  a  period  of  time. 

Thus,  there  has  been  little  emphasis  within  the  Japanese 
system  on  prompt  processing  and  issuance  of  patents  which  might  form 
the  basis  for  a  time- limited  marketplace  monopoly  in  promising 
technologies.   Instead,  the  local  tradition  has  been  to  countenance  a 
large  number  of  narrow  patent  applications,  but  which  nonetheless 
increase  the  ability  of  Japanese  businesses  to  negotiate 
cross-licenses  and  provide  a  shield  against  owners  of  patents  seeking 
to  enforce  their  rights. 

While  large  U.S.  companies  are  able  to  participate  to  some 
degree  in  the  beneficial  aspects  of  this  system,  they  are 
significantly  hampered  in  licensing  and  otherwise  exploiting  their 
technologies  by  virtue  of  the  lengthy  delay  in  patent  issuance  and 
uncertain  enforcement  prospects.   However,  the  system  poses  an 
insupereible  obstacle  to  smaller  companies  whose  market  prospects  rely 
on  a  narrow  but  highly  innovative  product  line  --  especially  in  the 
electronics  market  where  product  cycles  are  short  and  delay  in 
effective  market  penetration  dooms  a  product  to  failure.   Small 
companies  tend  to  lack  the  financial  resources  and  staying  power  to 
overcome  the  burdens  posed  by  the  patent  system  in  Japan. 

The  specific  aspects  of  the  Japanese  patent  system  which 
combine  to  present  this  burden  include: 

•  Unreasonable  delay  in  examining  patent  applications,  which 
can  be  attributed  to  the  following  conditions: 

•  the  system  is  clogged  by  many  narrow  applications, 

•  too  few  patent  examiners  are  available  in  view  of  the 
vol\ime  of  patents  to  be  exeunined,  and 

•  the  examiners  have  little  time  suad  expertise  to 
exzuaine  applications  which  contain  broad  claims  that 
re<iuire  assessment  against  large  volumes  of  prior  art. 

•  Unreasonable  delay  in  issuing  examined  patents  because  of  a 
system  of  pre-grant  oppositions: 

•  oppositions  frequently  are  protracted  and  repetitive, 
as  Japanese  competitors  frequently  oppose,  one  after 
the  other,  using  the  same  or  similar  arguments,  and 

•  decision  is  slow  to  be  rendered,  particularly  if  it 
would  be  adverse  to  local  opposers. 

•  Enforcement  mechanisms  are  inadequate: 

•  the  judiciary  does  not  sit  frequently  enough  to 
dispose  of  suits  in  a  reasonable  period. 
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•  the  judiciary  is  not  adequately  trained  to  handle 
patent  adjudications,  and 

•  the  judiciary  lacks  jurisdiction  to  determine  patent 
validity  issues  which  arise  during  infringement  suits; 
delay  occurs  when  this  issue  is  referred  to  the  JPO. 

Uarket-ReBtricting  ReoulationB 

Many  of  the  regulations  adopted  by  the  Government  of  Japan  appear 
designed  principally  to  provide  the  environment  necessary  to  enable 
indigenous  manufacturers  to  close  the  technology  gap  with  foreign 
competitors  and  achieve  an  unfair  competitive  advantage  for  their 
products  at  home  and  abroad.   In  AEA,  member  companies'  experience, 
simply  tinkering  at  the  margins  of  these  regulations  neither  removes 
their  inherent  discriminatory  intent  nor  addresses  the  problems  of 
market  access  and  product  profitability. 

One  case  in  point  is  Japan's  current  prohibition  on  customer 
owned  and  maintained  (COAM)  cellular  subscriber  equipment  and  the 
related  exorbitemt  fees  for  leasing  and  service.   Unlike  all  other 
major  covintries  in  the  world,  all  of  the  subscriber  terminals  in  Japan 
are  leased  from  the  carrier,  and  the  lease  rate  is  combined  with  the 
monthly  service  charge  into  a  rate  that  is  typically  three  time  that 
of  the  U.S.  Japan's  Ministry  of  Posts  aind  Telecommunications  (MPT) 
strictly  regulates  this  rate,  which  is  generally  independent  of  the 
manufacturer's  product. 

Although  HPT  has  announced  that  they  are  ready  to  open  the 
cellular  subscriber  equipment  market  to  COAM  in  April  1994,  the 
previous  delay  in  market  liberalization  has  enabled  Japamese  companies 
to  close  the  technology  gap  with  Motorola.   When  first  introduced  in 
Japan,  Motorola's  Microtac  cellular  phone  was  light-years  ahead  of  its 
competitors.   Now,  there  are  six  major  Japemese  vendors,  and  more 
coming  with  personal  size  cellular  phones  --  an  opportune  time  for  MPT 
to  open  the  internal  market  to  competition,  now  that  there  are 
indigenous  manufacturers. 

Moreover,  MPT  has  not  agreed  to  reduce  service  charges  for 
cellular  subscriber  equipment .   Maintaining  inordinately  high  usage 
fees  will  severely  limit  consumer  demand,  reduce  the  incentive  for 
mamufacturers  to  introduce  further  technologically  advanced  products 
and  circumscribe  an   already-limited  market.   By  contrast,  allowing 
market  forces  to  set  service  rates  would  expend  the  pie  for  everyone, 
Japemese  and  non- Japanese  manufacturers  and  providers  alike. 

CONCLUSIOIT 

Experience  has  shown  that  U.S.  government  efforts  to  deal  with 
individual  procedural  barriers  to  electronics  in  Japan  have  not  been 
effective  in  dealing  with  the  comprehensive  system  of  barriers  which 
has,  in  effect,  locked  many  U.S.  electronics  firms  and/or  products  out 
of  Japan. 

With  its  "Framework",  the  Administration  moves  closer  to  this 
comprehensive  approach  --  it  recognizes  the  problem  is  not  just 
macroeconomic,  it's  also  microeconomic .    We  urge  the  Administration 
and  Congress  to  put  a  high  priority  on  electronics,  which  offers 
significant  opportunities  for  export  expansion,  increase  in 
productivity,  and  growth  in  high-skill,  high-wage  and  high-value-added 
jobs.   AEA  is  prepared  to  work  with  Congress  and  the  Administration  to 
achieve  truly  effective  market  access  negotiations  for  electronics. 

Thank  you,  Mr.  Chairmem.   I'll  be  glad  to  answer  questions. 
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Chairman  Gibbons.  That  is  starthng  visual  evidence  that  you 
have  there.  Your  catalogs,  I  mean. 

Mr.  Brenner.  Yes. 

Chairman  Gibbons.  Is  that  Japanese  catalog  printed  in  English 
or  Japanese? 

Mr.  Brenner.  No,  it  is  printed  in  Japanese  as  a  matter  of  fact. 
You  can  sort  of  see  it  from  across  the  table.  Our  product  names  are 
generally  in  English,  but  it  is  printed  in  Japanese. 

Chairman  Gibbons.  All  right. 

Mr.  Wolff. 

STATEMENT  OF  ALAN  WM.  WOLFF,  COUNSEL, 
SEMICONDUCTOR  INDUSTRY  ASSOCIATION 

Mr.  Wolff.  Thank  you,  Mr.  Chairman. 

I  would  like  to  join  in  congratulations  that  Fred  Bergsten  offered 
to  the  administration  on  the  achievement  at  the  Tokyo  summit, 
and  I  do  recall  that  Bonn  summit  in  1978  in  which  the  Tokyo 
round  negotiations  were  given  a  boost. 

I  would  also  like  to  congratulate  the  committee  on  holding  this 
hearing  on  the  important  subject  of  access  to  the  Japanese  market. 
It  has  been  a  very  troubling  one. 

Today  I  am  here  on  behalf  of  the  Semiconductor  Industry  Asso- 
ciation. I  have  been  counsel  to  SIA  since  1980. 

This  committee  first  heard  about  the  semiconductor  problem  in 
about  1970  when  the  U.S.  administration  at  the  time,  the  U.S. 
Trade  Representative,  Bill  Everly,  engaged  in  negotiations  to  open 
the  Japanese  market.  There  were  a  series  of  negotiations  over  the 
years,  constantly  promising  to  gain  access  to  the  Japanese  market 
and  removing  the  formal  trade  barriers,  but  the  market  access  that 
was  promised  did  not  materialize. 

SIA  had  what  we  call  the  worm  chart  which  demonstrated  our 
lack  of  progress.  We  were  always  at  10  percent,  year  in  and  year 
out.  Fred  Bergsten  to  the  contrary,  exchange  rates  didn't  change 
that  line  one  iota.  We  simply  were  not  welcome  in  the  Japanese 
market.  We  were  residual  suppliers. 

In  1986,  finally,  after  three  prior  agreements  had  been  nego- 
tiated on  market  access,  the  administration  negotiated  a  results- 
oriented  agreement.  We  had  a  target  in  it,  and  it  worked.  It  has 
actually  borne  fruit. 

The  reasons  were,  number  one,  the  U.S.  industry  is  competitive. 
In  every  market  outside  of  Japan  we  outperform  the  Japanese  by 
a  2-to-l  ratio,  yet  we  had  very  little  access  in  Japan.  Motorola,  Mr. 
Brenner's  company,  Intel,  and  Texas  Instruments,  for  example,  are 
able  to  supply  chips  to  the  automotive  market.  Everywhere  in  the 
world  U.S.  producers  had  a  dominant  share  of  the  automotive  mar- 
ket: 70  percent  in  the  United  States,  60  percent  in  Europe,  and  his- 
torically only  1  percent  in  Japan.  We  are  now  up  to  about  8  percent 
in  Japan.  We  are  moving  in  the  right  direction. 

So,  number  one,  we  are  highly  competitive. 

Number  two,  the  U.S.  industry  devoted  the  necessary  resources 
to  selling  in  the  Japanese  market.  We  have  an  office  there  for  the 
association.  We  have  opened  a  design  center  or  other  facility  in 
Japan  every  month  since  the  agreement  went  into  effect  in  1986. 
We  have  engaged  in  an  enormous  amount  of  process,  but  that  proc- 
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ess  wouldn't  have  amounted  to  much  of  anything,  £ind  the  process 
wouldn't  even  be  taking  place  without  a  quantitative  target. 

Number  three,  seriousness  of  purpose.  The  U.S.  Government 
demonstrated  that  it  stood  behind  gaining  access  to  the  Japanese 
market.  President  Reagan  imposed  sanctions  in  1987.  The  Japa- 
nese industry  and  the  Japanese  Government  knew  that  we  would 
not  abandon  our  attempts  to  gain  access  in  Japan. 

The  degn*ee  of  congressional  interest  has  been  unprecedented  for 
a  high  technology  product,  and  that  has  paid  off.  The  administra- 
tion gave  us  a  mgh  priority  because  the  Congress  gave  us  a  high 
priority. 

Fourth,  we  faced  a  market  that  wasn't  operating.  We  needed 
some  sort  of  quantitative  target  to  serve  as  a  goal  to  the  companies 
that  simply  refused  to  even  allow  our  salesmen  to  call  on  them. 

This  is  not  a  consumer  item.  It  is  not  something  like  beef  or  cit- 
rus where  if  you  can  get  it  to  a  market  at  a  reasonable  price,  it 
will  be  picked  up  by  consumers. 

These  sales  are  to  industrial  users.  They  are  our  competitors. 
They  have  a  division  that  produces  semiconductors.  They  have  a  di- 
vision that  consumes  semiconductors.  And  they  would  really  rather 
not  buy  foreign.  Well,  we  had  to  change  that. 

Fifth,  the  use  of  benchmarks.  We  don't  want  the  20-percent 
benchmark  to  be  a  ceiling.  We  don't  want  it  to  be  a  quota.  What 
the  benchmark  has  been  is  a  very  useful  objective  to  motivate  ev- 
eryone in  Japan  and  here  to  make  the  additional  efforts  that  were 
needed,  and  we  got  the  cooperation  of  the  Japanese  Government 
and  industry. 

Ambassador  Kantor  has  said  he  wants  to  see  a  minimum,  an  av- 
erage of  20  percent  at  each  of  the  four  quarters  of  this  year.  This 
is  still  a  matter  of  concern.  We  have  slipped  from  the  20.2  percent 
we  had  in  the  last  quarter  of  the  last  year  to  19.6  percent  this  year 
in  the  first  quarter.  We  need  this  committee  and  the  Congress  to 
demonstrate  continued  strong  interest. 

I  think  we  need  a  tough  minded  pragmatic  approach.  I  believe 
we  are  getting  that  from  Ambassador  Kantor.  The  U.S.  Govern- 
ment is  neaded  in  the  right  direction  with  the  framework  agree- 
ment which  includes  enforcement,  as  Ambassador  Kantor  said  this 
morning,  an  existing  agreements. 

Japan  is  the  most  important  foreign  market  to  U.S.  semiconduc- 
tor producers.  We  cannot  be  competitive  without  access  to  Japan. 
Every  percentage  point  of  the  Japanese  market  is  currently  worth 
in  excess  of  $200  million.  SIA  favors  open  trade. 

We  are  making  progress.  We  are  gaining  in  market  share.  We 
are  gaining  in  long-term  relationships.  We  are  gaining  in  the  de- 
sign-in of  our  products  into  the  heart  of  Japanese  consumer  prod- 
ucts and  computers. 

For  example,  in  the  camcorders  that  the  Japanese  produce  so 
well,  the  chip  in  it — the  integrated  circuit  that  takes  out  the  shak- 
ing of  someone's  hand  from  the  picture — is  an  American  product. 
In  fax  modems,  the  transmission  fi*om  a  fax  machine,  the  chips  are 
basically  American. 

I  hope  that  the  U.S.  Government  will  dedicate  the  amount  of  re- 
sources that  are  necessary  for  followup.  The  U.S.  Government  has 
made  this  commitment  in  the  case  of  semiconductors,  and  if  they 
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do  it  in  the  case  of,  more  broadly,  electronics  and  other  areas,  we 
will  make  some  real  progress  witn  Japan. 

Thank  you,  Mr,  Chairman. 

[The  prepared  statement  and  attachments  follow:] 
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STATEMENfT  OF 
THE  SEMICONDUCTOR  INDUSTRY  ASSOCIATION  (SIA) 

INTRODUCTION 

The  Semiconductor  Industry  Association  (SIA)  is  pleased  to  have  the  opportunity  to 
testify  before  this  Committee  about  an  issue  which  is  SLA's  top  public  policy  priority  -- 
access  to  the  Japanese  semiconductor  market  and  the  U.S.-Japan  Semiconductor  Agreement. 
My  name  is  Alan  Wolff.  I  have  been  counsel  to  SIA  since  1980,  and  I  am  representing  SIA 
today. 

The  SIA  is  comprised  of  U.S.-based  semiconductor  manufacturers.  Its  member 
companies  account  for  85  percent  of  U.S.  semiconductor  production  and  employ  over 
240,000  Americans.  A  list  of  member  companies  is  attached.  The  SIA  was  created  in  1977 
to  address  the  public  policy  issues  confronting  the  industry.  SIA  concentrates  its  energies 
on  those  issues  which  affect  the  ability  of  the  industry  to  remain  internationally  competitive. 

Members  of  the  SLA  have  been  actively  involved  in  gaining  access  to  the  Japanese 
semiconductor  market  since  the  association's  founding.  The  Japanese  government  and 
industry  actively  pursued  policies  which  restricted  access  to  Japan's  market  and  promoted 
the  development  of  Japan's  domestic  semiconductor  industry.  These  actions,  combined  with 
Japanese  dumping  of  semiconductors  in  the  U.S.  market  in  the  1980s,  resulted  in  the  near 
destruction  of  the  U.S.  memory  chip  industry.  The  U.S.  industry  jmd  goverimient,  after 
years  of  negotiations  with  the  Japanese  on  semiconductor  trade  (see  chart  1),  sought  to 
address  the  access  problem  in  Japan  in  a  way  more  likely  to  lead  to  actual  results. 

The  1986  U.S.-Japan  Semiconductor  Agreement  included  a  side-letter  in  which  the 
Japanese  committed  to  provide  market  access  and  a  20  percent  foreign  share  benchmark 
to  be  achieved  by  July,  1991.  The  20  percent  benchmark  was  chosen  because  its 
achievement  was  a  clear  indication  that  access  to  the  Japanese  market  was  no  longer 
restricted.  Had  the  market  been  open,  foreign  share  would  have  been  in  excess  of  one- 
third.  It  became  obvious  in  1990  that  this  goal  would  not  be  reached  so  the  U.S.  and  Japan 
concluded  a  second  Semiconductor  Agreement  in  1991.  The  Agreement  extends  the  original 
commitment  of  20  percent  to  the  end  of  1992,  with  gradual  and  steady  progress  in  market 
share  continuing  thereafter.  A  historical  view  of  the  facts  highlights  why  the  use  of 
quantitative  indicators  of  progress  along  with  other  factors  have  been  essential  to 
encouraging  market  forces  in  Japan's  semiconductor  market. 

BACKGROUND 

The  1986  and  1991  Semiconductor  Agreements  were  a  response  to  Japanese  targeting 
of  the  semiconductor  industry,  barriers  to  the  Japanese  market,  dumping  in  the  U.S.  and 
third-country  markets,  and  the  failure  of  previous  attempts  to  produce  concrete  results. 

Formal  Protection  of  the  Japanese  Market: 

Before  the  1970s,  the  Japanese  semiconductor  market  was  protected  by  a  wide  range 
of  formal  and  informal  barriers.  Imports  were  restricted  by  licensing  requirements  and 
quotas.  Japan  precluded  foreign  investment  by  placing  semiconductors  on  the  "negative  list" 
~  foreign  majority  ownership  in  such  industries  was  not  permitted  without  prior  goverrmient 
approval,  which  was  almost  never  granted.  The  Japanese  Ministry  of  International  Trade 
and  Industry  (MITI)  required  the  Japan  Electronic  Computer  Company,  a  government- 
subsidized  computer  leasing  company  that  served  as  a  leading  source  of  Japanese  computer 
demand,  to  accept  only  computers  that  satisfied  a  local  content  requirement,  which  was 
progressively  tightened  from  80  to  95  percent.  MITI  also  informally  pressured 
semiconductor  users  to  use  Japanese-made  devices.  During  this  period,  with  extensive 
government  support,  Japanese  semiconductor  producers  became  internationally  competitive 
and  began  challenging  the  U.S.  industry  in  world  markets. 
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Japan's  Liberalization  Countermeasures: 

In  1971,  the  Nixon  Administration  mounted  a  major  effort  to  persuade  Japan  to 
liberalize  imports  of  computers  and  computer  parts.  Japan  initially  resisted  U.S.  pressure, 
but  eventually  agreed  to  liberalization  after  the  U.S.  threatened  to  lodge  a  complaint  under 
the  General  Agreement  on  Tariffs  and  Trade  (GATT).  Japan  pledged  to  liberalize 
semiconductor  imports  and  foreign  investment  in  a  series  of  negotiations  between  1971  and 
1975. 

At  the  same  time  that  Japan  agreed  to  eliminate  its  formal  restrictions,  however,  the 
Japanese  government  also  developed  a  series  of  "liberalization  countermeasures"  to  offset 
the  effects  of  liberalization.  These  countermeasures  included  MITI  subsidies  to  encourage 
product  specialization  jimong  the  producers,  government  sponsorship  of  joint  R&D  projects, 
continued  administrative  guidance  to  buy  Japanese,  the  creation  of  horizontal  links  between 
Japanese  producers,  and  encouragement  of  tight  relationships  between  Japanese  producers 
and  consumers  of  semiconductors. 

As  a  result  of  these  steps,  the  U.S.  share  of  the  Japanese  market  in  the 
post-liberalization  period  remained  virtually  the  same  as  the  U.S.  share  during  the  period 
of  formal  protection,  generally  around  10  percent.  In  specific  product  areas,  U.S.  companies 
encountered  a  recurring  phenomenon:  U.S.  firms  could  achieve  sales  in  Japan  with  a  given 
device  as  long  as  sufficient  quantities  of  a  competing  Japanese  product  were  not  available. 
As  soon  as  Japanese  firms  could  supply  the  product,  U.S.  firms'  sales  fell  dramatically, 
sometimes  to  zero.  Given  the  buy-Japan  policies  and  the  increasing  ability  of  Japanese 
companies  to  replicate  foreign  chips,  the  U.S.  share  began  declining  in  1980  and,  in  1982, 
was  lower  than  the  U.S.  share  in  1974,  the  last  year  the  market  was  protected  by  quotas. 

High  Technology  Working  Group: 

By  the  beginning  of  the  1980s,  the  market  access  problems  U.S.  semiconductor  firms 
encountered  in  Japan  and  the  alleged  dumping  of  Japanese  devices  made  semiconductors 
a  subject  of  significant  bilateral  trade  friction.  In  1982,  the  U.S.  and  Japanese  governments 
established  an  informal  working  group  to  address  conflicts  in  high  technology  products  called 
the  "U.S.  -  Japan  Work  Group  on  High  Technology  Industries."  In  a  set  of 
recommendations  approved  by  the  cabinets  of  both  governments,  Japan  agreed  to  eliminate 
barriers  to  market  access  in  high  technology  products  and,  in  1983,  MITI  said  that  it  would 
encourage  Japanese  companies  to  increase  their  purchases  of  U.S.  semiconductors. 

In  retrospect,  this  agreement  served  little  purpose  other  than  to  dissipate  U.S. 
pressure  on  Japan  to  open  its  semiconductor  market.  Increased  U.S.  penetration  of  the 
Japanese  market  lasted  only  as  long  as  the  world-wide  boom  in  demand  for  semiconductors. 
In  late  1984,  as  semiconductor  demand  started  to  decline,  U.S.  companies  immediately  saw 
orders  cut  back  and  a  loss  in  market  share.  U.S.  companies  reported  that  Japanese  firms 
showed  little  or  no  interest  in  forming  long-term  relationships  and  foreign  sales  were  not 
increasing.  By  mid- 1985,  the  U.S.  share  of  the  Japanese  semiconduaor  market  was  actually 
lower  than  it  had  been  when  the  recommendations  were  adopted  at  the  end  of  1983. 

The  1986  and  1991  U.S.-Japan  Semiconductor  Agreements: 

In  1985,  in  reaction  to  Japan's  violation  of  its  1983  commitments,  SLA  filed  a  petition 
against  Japanese  semiconductor  producers  pursuant  to  section  301  of  the  Trade  Act  of 
1974.1/  At  about  the  same  time.  Micron  Technology  filed  an  antidumping  case  in 
reaction  to  dumped  Japanese  64K  DRAMs,  Advanced  Micro  Devices,  Intel,  and  National 
semiconductor  filed  an  antidumping  case  in  reaction  to  dumped  Japanese  EPROMs,  and  the 
Depsirtment  of  Commerce  self-initiated  an  antidumping  case  in  reaction  to  dumped  256K 


1/Petition  of  the  Semiconductor  Industry  Association,  Investigation  of  Semiconductors 
under  Section  301  of  the  Trade  Act  of  1974  before  the  Section  301  Committee  of  the 
Office  of  the  U.S.  Trade  Representative  (filed  June  14,  1985). 
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and  above  DRAMs.  The  massive  dumping  that  occurred  in  1985  and  1986  was  substantially 
attributable  to  Japanese  government  targeting  and  the  closed  Japanese  market.  Japan's 
closed  market  gave  its  firms  a  sanctuary  and  reduced  the  uncertainty  associated  with 
investing  in  new  manufacturing  capacity. 

At  the  same  time  that  these  cases  were  pending,  the  United  States  and  Japan  entered 
into  long  and  arduous  negotiations  designed  to  reach  an  overall  agreement  on 
semiconductors.  The  U.S.  government  was  proceeding  toward  a  section  301  determination 
against  the  Japanese  government,  but  suspended  the  proceeding  when  the  1986  U.S.  -  Japan 
Semiconductor  Agreement  was  signed.  Under  the  1986  Agreement,  Japanese  semiconductor 
producers  agreed  not  to  dump  in  any  world  market.  The  Japanese  producers  entered  into 
antidumping  suspension  agreements  with  the  United  States  government  for  DRAMs  and 
EPROMs  and  established  a  fair  market  value  (FMV)  system  to  ensure  that  Japanese  exports 
were  above  costs.  Because  of  U.S.  frustration  over  the  failure  of  prior  agreements  to 
produce  market  opening  results,  U.S.  negotiators  pressed  for  a  more  explicit  market  access 
commitment,  which  led  to  a  side  letter  exchanged  concurrently  with  the  text  of  the  main 
Agreement.  In  the  letter,  Japan  committed  itself  to  providing  market  access  and  agreed  to 
a  measure  by  which  to  judge  progress: 

The  Government  of  Japan  recognizes  the  U.S.  semiconductor  industry's  expectation 
that  semiconductor  sales  in  Japan  of  foreign  capital-affiliated  companies  will  grow 
to  at  least  slightly  above  20  percent  of  the  Japanese  market  in  five  years.  The 
Goverrmient  of  Japan  considers  that  this  can  be  realized  and  welcomes  its 
realization. 

Despite  the  commitment,  foreign  market  share  in  Japan  remained  stagnant  in  the 
months  after  conclusion  of  the  1986  Agreement.  Although  Japanese  firms  solicited  more 
information  from  U.S.  firms  about  their  products,  there  was  little  evidence  of  Japanese 
interest  in  new  supply  relationships.  Coupled  with  clear  evidence  of  Japanese 
noncompliance  with  the  antidumping  provisions  of  the  1986  Agreement,  the  failure  of  the 
market  access  accords  provided  the  basis  for  the  formal  imposition  of  sanctions  by  the  U.S. 
government  against  Japanese  electronics  products  for  breaches  of  the  1986  Agreement.  On 
April  17,  1987,  President  Ronald  Reagan  announced  the  sanctions.2/ 

U.S.  retaliatory  aaion,  along  with  the  prospect  that  Japan  might  be  designated  as  a 
"priority"  country  pursuant  to  the  Super  301  provisions  of  the  Omnibus  Trade  and 
Competitiveness  Act  of  1988,  appeared  to  bring  about  a  major  change  in  attitude  within 
Japan.  The  U.S.  share  of  the  Japanese  semiconductor  market  rose  from  8.6  percent  during 
the  first  quarter  of  1987  to  12.2  percent  during  the  first  quarter  of  1990. 

By  1990,  however,  it  was  evident  that  the  target  foreign  market  share  of  20  percent 
would  not  be  reached  by  the  time  the  1986  Agreement  expired  on  July  31,  1991.  Foreign 
market  share  was  only  13.0  percent  by  the  first  quarter  of  1990,  and  the  growth  in  U.S. 
market  share  was  leveling  off  (see  chart  2).  Nevertheless,  the  1986  Agreement  had  led  to 
increased  foreign  market  share  and  greater  efforts  by  the  Japanese  to  increase  foreign  sales 
and  the  design-in  of  foreign  products.  Consequently,  SLA  preferred  the  negotiation  of  a  new 
agreement  that  would  build  on  the  existing  momentum  toward  a  more  open  Japanese 
market  to  the  alternative  of  new  sanctions.  Accordingly,  SIA  and  the  Computer  Systems 
Policy  Project  (CSPP)2/  jointly  proposed  that  the  President  negotiate  a  new 
semiconductor    agreement    maintaining    the    emphasis    on    market    access    for    U.S. 


2/Presidential  Determination  Under  Section  301  of  the  Trade  Act  of  1974,  52  Fed.  Reg. 
13,419  (Apr.  22,  1987). 

2/The  CSPP,  an  affiliation  of  the  chief  executive  officers  of  12  U.S.  computer  companies, 
is  designed  to  develop  and  advocate  industry  positions  on  trade  and  technology  policy 
issues.   CSPP's  members  are  the  CEOs  of  Apple,  AT&T,  Compaq,  Control  Data,  Cray 
Research,  Data  General,  Digital,  Hewlett-Packard,  IBM,  Sun  Microsystems,  Tandem, 
and  Unisys. 
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semiconductors.  The  United  States  and  Japan  reached  a  new  accord  in  which  the 
government  of  Japan  reaffirmed,  this  time  publicly,  in  the  body  of  the  Agreement,  its 
recognition  of  the  expectation  that  foreign  market  share  in  Japan  should  reach  at  least  20 
percent  by  the  end  of  1992.  While  the  1991  Agreement  extended  the  market  access 
provisions  of  the  1986  Agreement  for  five  years,  it  set  a  17  month  period  for  reaching  or 
exceeding  the  20  percent  objective,  with  steady  progress  to  follow.  While  the  Agreement's 
duration  is  five  years,  both  governments  will  review  and  jointly  decide  after  three  years 
whether  to  terminate  the  Agreement  before  July  31,  1996. 

Following  early  indications  that  the  Japanese  would  not  reach  the  20  percent 
benchmark  at  the  end  of  1992,  Congressional  and  Administration  attention  focused  on  the 
issue  of  compliance.  Foreign  share  of  the  Japanese  semiconductor  market  then  reached  20.2 
percent  in  the  fourth  quarter  of  1992.  The  interim  goal  of  the  Agreement  was  therefore 
achieved. 

However,  foreign  market  share  dropped  in  the  first  quarter  of  1993  to  19.6  percent 
and  early  data  indicates  a  further  slip  in  market  share  during  the  second  quarter  of  1993. 
Nevertheless,  the  achievement  of  the  interim  goal  demonstrates  that  foreign  suppliers  can 
supply  the  Japanese  semiconductor  market.  Extraordinary  efforts  by  both  Japanese  buyers 
and  U.S.  sellers  have  proved  that  with  mutual  efforts,  and  with  intensive  participation  by 
governments  to  foster  this  process,  success  is  possible.  Foreign  share  of  Japan's  market  can 
not  only  achieve  a  20  percent  benchmark  level,  but  can  continue  to  grow. 


FURTHER  PROGRESS  IS  NECESSARY 

The  question  now  is  how  further  progress  can  be  made.  The  1991  Agreement 
specifies  that  there  should  be  a  "gradual  and  steady"  increase  in  the  foreign  share  of  the 
Japanese  semiconductor  market  beyond  20  percent  ~  until  the  Agreement  expires  on  July 
31,  1996.  In  effect,  the  20  percent  target  in  the  Agreement  is  a  milestone  toward  the 
ultimate  objective  of  a  larger  share  in  Japan  based  on  the  competitive  merits  of  foreign 
products.  In  part  because  the  U.S.  share  of  all  semiconductor  markets  in  which  the  U.S.  and 
Japan  compete,  outside  of  the  Japanese  market,  is  nearly  twice  the  share  of  Japanese 
producers  --  53.5  percent  U.S.  to  24.5  percent  Japanese  --  the  20  percent  benchmark 
contained  in  the  Agreement  is  rightly  viewed  as  a  reasonable  threshold  for  obtaining  full 
access  to  the  Japanese  market  (see  chart  3). 

On  March  19,  1993,  Ambassador  Michael  Kantor  stated  that  "gradual  and  steady 
growth  means  at  least  ...  an  average  of  20  percent  foreign  market  share  penetration  of  the 
semiconductor  market  in  Japan  over  the  next  four  quarters."  Given  that  the  average  foreign 
share  during  1992  was  only  16.7  percent,  the  U.S.  Government  must  make  the  Agreement 
a  top  priority  of  U.S.  trade  policy  in  order  to  ensure  that  the  average  foreign  share  during 
1993  is  at  least  20  percent  on  average,  and  that  foreign  access  continues  to  grow. 

A  gradual  and  steady  increase  in  foreign  market  share  beyond  20  percent  will  not 
occur  without  substantial  additional  purchasing  efforts  by  Japanese  consumers.  Although 
the  increased  market  share  in  Japan  in  1992  is  a  significant  accomplishment,  this  does  not 
imply  satisfaction  that  full  access  to  the  Japanese  market  has  been  achieved.  It  has  not. 
Despite  the  progress  made  to  date,  a  substantial  gap  remains.  Semiconductor  producers 
have  a  higher  market  share  outside  of  Japan  than  they  have  in  Japan  for  each  and  every 
type  of  semiconductor  product.  The  "gap  analysis"  presented  in  the  attached  chart  (see  chart 
4)  demonstrates  that  further  progress  in  obtaining  greater  market  access  in  Japan  is  possible 
to  a  small  degree  for  some  products  and  to  a  very  large  degree  for  most  others.  The  gap 
analysis  is  presented  not  as  a  political  statement  or  as  an  indictment  of  Japan,  but  as  an 
indicator  that  progress  toward  greater  market  access  can  be  made  across  a  broad  spectrum 
of  products.  Foreign  producers  can  and  should  satisfy  more  of  Japan's  semiconductor 
demand. 
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To  make  further  progress  in  increasing  foreign  market  share,  foreign  products  must 
be  accepted  to  a  greater  degree  in  Japan.  Foreign  semiconductors  must  be  designed  into 
the  heart  of  Japanese  electronic  systems  in  more  cases.  Such  "big  ticket"  design  wins  lead 
to  interdependence  of  suppliers  and  customers.  Mutual  dependence  is  the  natural  result  of 
an  open  international  trading  system  and  it  is  the  necessary  goal  of  an  open  international 
trade  policy. 

As  continued  progress  in  market  access  is  achieved,  the  two  industries  have  been 
moving  from  confrontation  to  cooperation.  The  two  industries  can  increasingly  engage  in 
joint  efforts  to  work  together  on  activities  that  result  in  creating  new  applications  for 
semiconductors  and  new  markets  so  that  both  industries  will  benefit  simultaneously. 
Cooperation  on  environmental  issues  would  also  be  beneficial. 

Semiconductors  have  been  a  bellwether  in  U.S.-Japan  relations.  Further  success  in 
this  sector  would  indicate  that  broader  success  is  possible  in  the  world's  most  important  -- 
and  troubled  --  trading  relationship. 


WHY  THE  SEMICONDUCTOR  AGREEMENT  WORKS 

The  20  percent  market  share  benchmark  in  1992  was  achieved  for  a  number  of 
reasons.  U.S.  government  support  for  the  Agreements,  U.S.  semiconductor  industry  efforts 
to  increase  their  competitiveness,  and  the  industry's  continued  investment  to  serving  the 
Japanese  market  were  aJl  critical  elements  for  achieving  the  20  percent  figure. 

First,  strong  U.S.  government  support  for  the  Agreement  and  a  willingness  to  take 
action  have  been  indispensable.  One  example  is  the  trade  sanctions  imposed  by  the  Reagan 
Administration  in  1987  because  little  progress  was  being  made  in  opening  Japan's  market. 
Once  sanctions  were  imposed,  Japan  realized  that  the  U.S.  government  was  committed  to 
seeing  the  accord  enforced.  As  a  consequence,  efforts  by  chip  users  in  Japan  increased 
significjmtly.  Congressional  interest  has  also  been  vital.  In  April  1992,  the  Senate  Finance 
Committee  requested  that  the  Bush  Administration  review  Japan's  compliance  with  the  1991 
Agreement.  In  August  1992,  after  a  two-month  U.S.  interagency  review,  the  U.S. 
government  concluded  that  "since  the  Agreement  came  into  effect  in  August  1991,  efforts 
by  the  Japanese  government  and  Japanese  industry  to  improve  market  access  for  foreign 
semiconductor  suppliers  have  not,  to  date,  resulted  in  sufficient  progress."^/  Shortly 
thereafter,  by  the  fourth  quarter  of  1992,  foreign  semiconductor  sales  to  Japan  increased 
significantly. 

Second,  the  U.S.  semiconductor  industry  took  vigorous  and  effective  steps  to  boost 
its  own  competitiveness  in  Japan  and  elsewhere.  U.S.  firms  improved  quality  and  service, 
and  undertook  initiatives  to  boost  the  performance  of  microelectronics  educational  programs 
in  American  uruversities  through  the  Semiconductor  Research  Corporation  (SRC).  The  U.S. 
industry  also  continues  to  provide  $100  million  annually  to  the  SEMATECH  R&D 
government-industry  consortium  in  order  to  improve  the  competitive  position  of  American 
semiconductor  manufacturing  technology. 

Third,  the  U.S.  semiconductor  industry  continues  to  invest  extensive  resources  in 
meeting  the  rigorous  demands  of  Japan's  market.  From  1986  to  1989,  American  chip 
makers  opened  more  than  one  new  facility  in  Japan  each  month  to  serve  the  Japanese 
market.  The  number  of  U.S.  company  personnel  during  the  same  period  increased  nearly 
32  percent,  and  capital  expenditures  by  U.S.  companies  in  Japan  rose  a  remarkable  169 
percent.  The  U.S.  semiconductor  industry  has  launched  numerous  other  initiatives  to 
expand  sales  in  Japan.  For  example,  since  1986,  the  SLA  Board  of  Directors  has  held  one 
of  its  quarterly  meetings  in  Tokyo  every  year.  SIA  is  not  aware  of  any  other  U.S.  trade 
association  that  annually  meets  outside  the  United  States  with  the  objective  of  increasing 


4/USTR,  "Review  Reveals  Insufficient  Progress  on  U.S.-Japan  Semiconductor 
Anangement,"  Press  Release,  August  4,  1992. 
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exports  to  a  single  foreign  market.  In  1988,  SIA  opened  an  office  in  Tokyo,  with  initial 
support  from  the  U.S.  Department  of  Commerce,  to  coordinate  inter-industry  contacts, 
technical  tours,  trade  seminars,  and  literature  exchanges.  The  office  also  provides  an 
industry  level  perspective  to  supplement  individual  U.S.  company  communications  to  the 
Japanese  government,  media,  and  industry.  SIA  also  has  expanded  the  extensive  inter- 
industry market  access  program  that  it  developed  with  the  Electronics  Industry  Association 
of  Japan  (EIAJ)  under  the  1986  Agreement. 

In  short,  the  semiconductor  pact  has  worked  because  the  semiconductor  industry  had 
a  legitimate  grievance  concerning  lack  of  access  to  Japan's  market;  was  the  market  share 
leader  in  all  world  markets  outside  of  Japan;  had  strong  U.S.  govenmient  support  enforcing 
the  Agreement  and  enforcing  measurable  progress  under  that  Agreement;  continued  its 
efforts  to  improve  competitiveness;  won  the  cooperation  of  Japanese  industry  and 
government;  and  benefited  from  an  enforced  objective  benchmark  for  measuring  success. 
All  of  these  factors  have  been  instrumental  in  doubling  the  foreign  market  share  in  Japan 
since  1986. 


CONCLUSION 

SIA  supports  the  Clinton  Administration's  approach  to  trade  with  Japan.  If  the 
Semiconductor  Agreement  is  used  as  a  model  for  trade  policy,  the  lesson  to  draw  is  that  a 
complex  combination  of  factors  brings  success,  but  success  is  possible.  Both  industry  and 
goverrmient  support  for  the  artangement  and  an  objective  measure,  used  as  a  clear 
benchmark,  commensurate  with  competitiveness,  are  essential.  U.S.  trade  policy  must 
demand  results.  It  is  the  hope  of  SIA  that  the  U.S.  government,  including  this  Committee, 
will  continue  to  support  the  1991  Semiconductor  Agreement  cmd  help  ensure  continued 
success.  Continued  steady  progress  in  market  share,  moving  beyond  a  minimum  20  percent 
foreign  market  share  average  in  1993  will  be  critical. 
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JAPANESE  MARKET 

Foreign  Share  of  Japanese  Semiconductor  Market 
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U.S.  OUTCOMPETES  JAPAN  IN  EVERY  OPEN  MARKET 
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U.S.  MARKET  =  $18,4  BILLION 
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The  Semiconductor  Industf7  Association 


Since  1977,  the  Semiconductor  Industry  Association  (SIA)  has  represented  U.S. -based 
semiconductor  manufacturers  -  an  industry  whose  worldwide  sales  exceeded  $21  billion  in  1991.  SIA 
member  companies  comprise  85  percent  of  U.S.  semiconductor  production  and  employ  more  than 
200, OCX)  Americans.  The  association's  primary  focus  is  on  international  trade,  specifically  unfair  trade 
practices  and  increased  access  for  U.S.  products  in  world  markets. 

SIA  activities  also  include  a  broad  range  of  industry  concerns  including:  technology  policy, 
occupational  safety  and  health,  environmental  issues,  industry  statistics,  government  semiconductor 
procurement,  and  related  issues  affecting  U.S.  semiconductor  competitiveness. 
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Chairman  Gibbons.  Mr.  Morein, 

STATEMENT  OF  JOSEPH  A.  MOREIN,  VICE  PRESIDENT,  THE 
CHUBB  CORP.,  WARRENTON,  N.J.,  ON  BEHALF  OF  AMERICAN 
INSURANCE  ASSOCIATION 

Mr.  Morein.  Yes,  Mr.  Chairman. 

I  am  Joseph  Morein,  vice  president  of  the  Chubb  Corp.,  a  com- 
pany with  major  interests  in  international  property  casualty  insur- 
ance. 

Today  I  am  speaking  on  behalf  of  the  American  Insurance  Asso- 
ciation which  represents  more  than  250  property  casualty  insur- 
ance companies  that  write  over  $60  billion  in  premiums.  My  pur- 
pose today  is  to  explain  how  United  States  and  other  foreign  com- 
panies seeking  to  compete  in  the  Japanese  property  casualty  insur- 
ance market  are  subject  to  barriers  similar  to  those  experienced  by 
U.S.  industrial  companies  and  those  in  other  parts  of  the  service 
sector. 

Japan  is  the  second  largest  insurance  market  in  the  world.  Its 
nonlife  premiums  in  1990  totaled  $75  billion,  the  equivalent  of  one- 
third  of  the  U.S.  property  casualty  market.  It  is  also  a  highly  prof- 
itable market,  although  it  is  subject  to  significant  catastrophe  expo- 
sures, such  as  typhoons  and  earthquakes. 

The  Japanese  marketplace  is  dominated  by  a  small  number  of 
very  large  domestic  companies.  The  top  10  Japanese  insurers  con- 
trol 79  percent  of  the  nonlife  market.  The  U.S.  equivalent  is  30  per- 
cent. Similar  figures  exist  for  the  concentration  of  the  life  insur- 
ance market. 

These  large  domestic  companies  are  the  major  beneficiaries  of 
the  regulatory  system  and  the  unwritten  rules.  These  combine  with 
the  keiretsu  relationships  to  create  an  environment  which  effec- 
tively excludes  foreign  insurance  companies  fi-om  almost  all  com- 
mercial nonlife  coverages. 

The  Japanese  Ministry  of  Finance  regulates  the  insurance  busi- 
ness through  an  insurance  department  which  reports  to  a  banking 
bureau.  The  MOF  has  only  limited  capacity  available  to  license 
new  companies  or  products.  It  relies  heavily  on  the  insurance  coun- 
cils for  advice  and  on  various  industry  associations  for  self-regula- 
tion. Foreign  participation  in  these  groups  is  limited  to  observer 
status  at  best.  Many  decisions  are  made  with  no  foreign  company 
input  at  all. 

Product  pricing  as  well  as  new  product  introduction  is  tightly 
controlled  by  the  MOF,  reinforcing  the  large  domestic  companies 
dominant  position  in  the  insurance  market.  These  procedures  have 
limited  the  ability  of  foreign  companies  to  use  product  innovation 
or  price  competition  to  gain  market  share. 

While  the  approach  to  product  development  and  pricing  applies 
to  foreign  and  Japanese  companies  alike,  there  are  areas  in  which 
foreign  companies  operate  under  different  rules  and  market  prac- 
tices, also  to  their  disadvantage. 

An  example  is  earthquake  coverage.  The  net  effect  is  that  foreign 
companies  have  a  disproportionate  share  of  earthquake  risk  com- 
pared to  the  amount  of  business  they  write,  reducing  the 
attractiveness  of  the  Japanese  market  to  it.  We  would  like  to  see 
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earthquake  treated  on  equal  basis  with  the  same  rules  and  market 
practices  for  all  companies  in  the  market. 

Informal  rules  also  put  foreign  companies  at  a  disadvantage.  Al- 
though there  are  no  explicit  prohibitions  against  foreign  acquisition 
of  a  Japanese  insurer,  there  has  never  been  such  an  acquisition. 

The  MOF  is  also  responsible  for  product  and  company  classifica- 
tion between  life,  what  they  call  first  division,  and  nonlife,  second 
division.  Some  products,  such  as  personal  accident,  fall  into  a  third 
division.  The  products  within  this  third  division  are  of  particular 
importance  to  foreign  insurers.  More  than  40  percent  of  foreign  in- 
surers' nonlife  premiums  come  from  this  special  category. 

Overall,  foreign  companies'  share  of  the  Japanese  insurance  mar- 
ket remains  at  less  than  3  percent  versus  the  over  12  percent  share 
that  foreign  companies  enjoy  in  the  U.S.  market. 

The  AIA  believes  that  elimination  of  structural  and  legal  impedi- 
ments to  open  competition  in  the  Japanese  marketplace  will  benefit 
both  consumers  and  insurers.  It  would  greatly  enhance  our  ability 
to  compete,  especially  in  the  commercial  market.  We,  therefore, 
generally  welcome  the  recent  recommendations  of  the  Ministry  of 
Finance's  Insurance  Council  regarding  the  need  to  liberalize  the 
Japanese  insurance  market.  The  report  followed  three  years  of  de- 
liberations from  which  the  views  of  foreign  firms  were  largely  ab- 
sent. 

From  a  review  of  the  available  materials,  it  appears  that  the 
MOF  intends  to  liberalize  the  third  division  as  a  first  priority  be- 
fore addressing  the  primary  life  and  nonlife  sectors.  Such  a  step 
would  be  contrary  to  an  open  market  movement  because  primary 
market  trading  restraints  were  the  factors  which  effectively  forced 
foreign  companies  into  the  third  division.  The  foreign  companies' 
small  footholds  in  the  third  division  were  hard  won,  and  this  area 
is  more  important  for  them  than  for  the  national  Japanese  compa- 
nies. 

A  decision  to  deregulate  the  third  area  in  isolation  would  thus 
constitute  unfair  treatment  of  foreign  carriers.  It  may  also  force 
some  of  these  carriers  to  leave  the  market.  One  U.S.  insurer  has, 
in  fact,  recently  left  Japan,  transferring  its  operations  to  an  Italian 
company.  Another  has  sold  a  part  interest  in  its  operations  to  a 
Japanese  life  insurer. 

We  believe  that  liberalization  of  the  primary  nonlife  insurance 
sector  should  precede  liberalization  of  the  third  division.  We  also 
recommend  that  deregulation  address  all  current  constraints,  in- 
cluding policy  form  approval  and  rating  liberalization. 

Furmer,  we  suggest  that  it  is  important  that  representatives  of 
foreign  insurers  in  Japan  be  allowed  a  more  active  role  in  the  var- 
ious industry  nonlife  committees  and  the  rating  associations. 
Sound  mutual  benefits  will  be  realized  from  the  input  of  foreign  in- 
surers. 

We  also  believe  that  a  timetable  for  reform  is  needed  if  real 
progress  is  to  be  achieved.  This  timetable  should  encompass  all  the 
legislative  and  financial  aspects  identified  in  the  Insurance  Coun- 
cifs  report,  clarification  of  the  separation  of  life  and  nonlife  busi- 
ness, a  more  responsive  process  for  new  products,  and  rating  sen- 
sitivity. 
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We  applaud  the  efforts  of  this  subcommittee,  and  we  would  like 
to  work  with  you  in  the  future.  Thank  you  for  this  opportunity  to 
share  the  AIA's  views  on  this  subject.  I  would  be  happy  to  answer 
any  questions  now  or  later. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  JOSEPH  A.  MOREIM 

SUBCOMMITTEE  ON  TRADE 

COMMITTEE  ON  WAYS  AND  MEANS 

U.S.  HOUSE  OF  REPRESENTATIVES 

JULY  13,  1993 

Mr.  Chairman,  Members  of  the  Subcommittee,  Ladies  and 
Gentlemen,  good  morning.   My  name  is  Joseph  A.  Morein,  Vice 
President  of  the  Chubb  Corporation,  with  major  interests  in  U.S. 
and  international  property-casualty  insurance.   Today  I  am  speaking 
on  behalf  of  the  American  Insurance  Association  on  United 
States-Japan  Trade,  Commercial,  and  Economic  Relations.   The 
American  Insurance  Association  represents  more  than  250 
property-casualty  insurance  companies,  which  write  $60  billion  in 
premiums.   The  AIA  is  headquartered  in  Washington,  DC  and  has 
representatives  in  every  state. 

My  purpose  today  is  to  explain  how  U.S.  and  other  foreign 
companies  seeking  to  compete  in  the  Japanese  property-casualty 
insurance  market  are  subject  to  barriers  similar  to  those 
experienced  by  U.S.  industrial  companies  and  those  in  other  parts 
of  the  service  sector. 

You  may  know  that  Japan  is  the  second  largest  insurance  market 
in  the  world.   Its  non-life  premiums  in  1990  totalled  $75  billion, 
or  the  equivalent  of  approximately  one-third  of  the  U.S. 
property/casualty  market.   It  is  also  a  highly  profitable  market. 
However,  it  is  svibject  to  significant  catastrophe  exposures  such  as 
Typhoon  Mirelle  in  1991  and  Tokyo  is  located  in  one  of  the  major 
earthquake  zones,  about  which  I  will  have  more  to  say  later. 

The  Japanese  marketplace  is  dominated  by  a  small  number  of 
very  large  domestic  companies.   The  top  ten  Japanese  insurers 
control  79%  of  the  non-life  market.  (The  U.S.  equivalent  is  30%.) 
These  large  domestic  Japanese  companies  are  the  major  beneficiaries 
of  the  regulatory  system,  as  well  as  a  set  of  unwritten  rules. 
These,  combined  with  the  "Keiretsu"  and/or  cross-shareholding 
relationships,  create  an  environment  which  effectively  excludes 
foreign  insurance  companies  from  competing  in  almost  all  commercial 
non-1 i  f e  coverages . 

The  Japanese  Ministry  of  Finance  (MOF)  regulates  the  insurance 
business  through  an  insurance  department  which  reports  to  a  banking 
bureau.  The  MOF  has  only  limited  capacity  available  to  license  new 
companies  or  products.  It  relies  heavily  on  the  insurance  councils 
for  advice  (i.e.  which  are  dominated  by  Japanese  companies),  and  on 
various  industry  associations  for  self-  regulation.  Foreign 
participation  in  these  groups  is  currently  limited  to  observer 
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status.   Many  decisions  are  made  with  no  foreign  company  input  at 
all. 

Product  pricing  as  well  as  new  product  introduction  is  tightly 
controlled  by  the  MOF,  thus  reinforcing  the  large  domestic 
companies  dominant  position  in  the  insurance  market.   These 
procedures  have  limited  the  ability  of  foreign  companies  to  use 
product  innovation  or  price  competition  as  ways  to  gain  market 
share. 

While  the  approach  to  product  development  and  pricing  applies 
to  foreign  and  Japanese  companies  alike,  there  are  areas  in  which 
foreign  companies  operate  under  different  rules  and  market 
practices,  once  again  to  their  disadvantage.   An  example  is 
earthquake  coverage.   For  commercial  risks,  the  Japanese  companies 
have  agreed  to  restrict  their  coverage  to  15%  of  value.   Foreign 
firms  do  not  have  this  constraint.   As  a  result,  market  pressures 
result  in  their  taking  on  a  disproportionate  share  of  earthquake 
risk. 

A  further  inequality  in  the  earthquake  area  exists  in  the  area 
of  personal  homeowners  coverage.   Earthquake  coverage  on  the  homes 
of  Japanese  citizens  has  low  limits  and  has  access  to  a  reinsurance 
pool.   Coverages  for  foreigners  living  in  Japan  do  not  have  the 
limit  constraint  and  may  not  be  reinsured  into  the  earthquake  pool. 
Not  surprisinqly  it  is  companies  like  Chubb  that  end  up  providing 
protection  for  these  expatriates. 

The  net  effect  is  that  foreign  companies  have  a  dispro- 
portionate share  of  earthquake  risk,  reducing  the  attractiveness  of 
the  Japanese  market.   We  would  like  to  see  earthquake  treated  on  an 
equal  basis,  with  the  same  rules  and  market  practices  for  all 
companies  in  the  market. 

We  would  not  argue  that  the  U.S.  insurance  regulatory  system 
is  perfect.   It  has  many  shortcomings.   However,  it  does  provide  a 
fairly  level  playing  field  for  foreign  and  domestic  companies  and 
we  feel  that  is  not  the  case  in  Japan. 

Informal  rules  also  put  foreign  companies  at  a  disadvantage. 
Although  there  is  no  explicit  prohibition  against  foreign 
acquisition  of  a  Japanese  insurer,  however  there  has  never  been 
one.   While  we  are  not  necessarily  in  the  market  to  buy  a  Japanese 
insurer,  we  would  like  to  have  the  option,  as  Japanese  companies 
have  in  the  United  States. 

The  MOF  is  also  responsible  for  product  and  company 
classification  between  life  ("first  division")  and  non-life 
("second  division").   Some  products  (e.g. .  personal  accident, 
disability  and  medical  supplements)  fall  into  a  "third  division." 
The  products  within  this  "third  division"  are  of  particular 
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importance  to  foreign  insurers.   More  than  40%  of  foreign  insurers' 
non-life  premiums  come  from  this  special  category. 

Various  structural  barriers  have  proven  almost  insurmountable 
to  foreign  companies.   After  twenty  years  of  serious  efforts, 
foreign  companies'  share  of  the  Japanese  insurance  market  remains 
at  less  than  3%,  versus  the  over  12%  share  that  foreign  companies 
enjoy  in  the  U.S.  market. 

AIA  believes  that  the  elimination  of  structural  and  legal 
impediments  to  open  competition  in  the  Japanese  marketplace  would 
be  a  very  positive  step  that  will  benefit  both  consumers  and 
insurers.   It  would  greatly  enhance  our  ability  to  compete, 
especially  in  the  commercial  market.   We  therefore  generally 
welcome  the  recent  recommendations  of  the  MOF's  Insurance  Council 
regarding  the  need  to  reform  and  liberalize  the  Japanese  insurance 
market.   The  report  followed  three  years  of  deliberations  which 
virtually  excluded  the  views  of  foreign  firms.   The  MOF  is  now 
preparing  to  implement  the  Council's  recommendations  over  the  next 
three  years.   Some  reforms  can  be  carried  out  by  MOF  alone,  some 
will  reguire  new  legislation  by  the  Diet.   However,  consistent  with 
the  spirit  of  openness  espoused  by  the  Insurance  Council's  Report, 
AIA  respectfully  draws  official  attention  to  its  concerns. 

Based  on  our  review  of  all  available  materials,  it  appears 
that  the  MOF  intends  to  liberalize  the  "third  division"  as  a  first 
priority,  before  addressing  the  primary  life  and  non-life  sectors. 
Such  a  step  would  be  contrary  to  an  open  market  movement  because 
primary  market  trading  restraints  were  the  factors  which 
effectively  forced  foreign  companies  into  the  "third  division." 
Foreign  companies'  small  foothole  in  the  "third  division"  were  hard 
won,  and  this  third  area  is  more  important  for  them  than  for  the 
national  Japanese  companies.   Thus,  a  decision  to  deregulate  the 
third  area  in  isolation  would  constitute  unfair  treatment  of 
foreign  carriers.   It  could  also  force  some  of  those  carriers  to 
leave  the  market.   One  U.S.  insurer  has  in  fact  recently  left 
Japan,  transferring  its  operations  to  an  Italian  company.   Another 
has  sold  a  part  interest  in  its  operations  to  a  Japanese  life 
insurer. 

We  believe  that  liberalization  of  the  primary  non-life 
insurance  sector  should  precede  liberalization  of  the  "third 
division"  for  the  mutual  benefit  of  insurance  consumers  and  the 
insurance  industry.   We  also  recommend  that  deregulation  address 
all  current  constraints  including  policy  fonn  approval  and  rating 
liberalization. 

Because  deregulation  is  being  driven  to  some  extent  by 
international  developments,  we  suggest  that  it  is  important  that 
representatives  of  foreign  insurers  in  Japan  be  allowed  a  more 
active  role  in  the  various  industry  non-life  committees  and  the 
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rating  associations.   Legislative  and  regulatory  changes  should  be 
the  product  of  due  process,  including  some  form  of  notice  and 
reasonable  period  for  comment.   Sound  mutual  benefits  will  be 
realized  from  the  input  of  foreign  insurers. 

We  also  believe  that  a  timetable  for  reform  is  needed,  if  real 
progress  is  to  be  achieved.   This  timetable  should  encompass  all 
the  legislative  and  financial  aspects  identified  in  the  Insurance 
Council's  Report,  clarification  of  the  separation  of 
life  and  non-life  business,  a  more  responsive  and  accelerated 
process  for  new  products,  and  rating  sensitivity. 

As  is  demonstrable  in  many  other  world  markets,  a  mixture  of 
direct  selling  and  broker  placements  within  the  same  market  can 
function  harmoniously  and  beneficially.   Therefore,  the  absence  of 
brokers  from  the  Japanese  marketplace  may  be  incompatible  with  the 
internationalization  of  that  market  and  impede  some  of  the 
developments  favored  by  the  Insurance  Council.   We  support  the 
Council's  recommendation  for  a  study  on  introduction  of  a  broker 
system. 

AIA  hopes  that  its  testimony  to  the  Subcommittee  will  assist 
in  their  deliberations  on  Japan.   As  an  insurance  organization  with 
an  interest  in  the  global  marketplace,  we  want  to  play  a  role  in 
facilitating  the  process  of  market  liberalization.   It  is  clear 
from  the  Insurance  Council's  Report  that  the  Japanese  have  a 
collective  will  for  constructive  deregulation.   We  recognize  that 
the  nature  of  the  present  Japanese  marketplace  makes  the 
implementation  of  the  reforms  a  challenging  assignment.  I  am 
submitting  a  copy  of  the  Insurance  Council's  Report  for  the 
Subcommittee's  record. 

I  would  also  like  to  use  this  opportunity  to  make  some  brief 
remarks  on  the  importance  of  the  U.S.  Financial  Services  Sector. 
The  need  for  strong  bilateral  and  multilateral  trade  agreements  for 
service  is  supported  by  the  economic  data  on  the  U.S.  service 
sector.   In  the  United  States,  the  service  sector  is  the  fastest 
growing  component  of  the  economy,  employing  over  77  percent  of  the 
workforce,  accounting  for  nine  out  of  ten  new  jobs,  producing 
almost  70  percent  of  GDP,  and  one-third  of  total  United  States 
exports.   Every  state  has  more  people  employed  in  service  jobs  than 
in  manufacturing,  agriculture,  or  mining. 

There  are  tens  of  millions  of  people  employed  in  such 
industries  as  banking,  telecommunications,  health  care,  data 
processing,  advertising,  accounting,  insurance,  transportation,  and 
tourism,  to  name  a  few. 

From  a  global  perspective,  we  are  the  leader  in  services 
trade.   Services  exports  from  the  U.S.  have  grown  steadily  over  the 
past  several  years,  from  $77  billion  in  1986  to  $167  billion  in 
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1992  -  an  increase  of  116  percent.   What  we  call  the  "private 
services  balance"  has  been  in  surplus  for  over  2  0  years,  and 
reached  a  record  high  of  $59  billion  in  1992,  significantly 
offsetting  the  merchandise  trade  deficit  of  $96  billion.   To  focus 
solely  on  the  merchandise  trade  deficit  is  misleading  on  a  balance 
of  payments  argviment  because  it  excludes  the  services  trade 
surplus. 

According  to  the  GATT  Secretariat,  the  United  States  exports 
more  services  than  any  other  single  country.   We  can  only 
maintain  this  advantage  through  a  strong  and  fair  global  trading 
system. 

AIA  applauds  the  efforts  of  this  Subcommittee  and  we  would 
like  to  work  with  you  in  the  future.   Thank  you  for  this 
opportunity  to  share  AIA's  views  on  this  significant  subject. 

I  would  be  glad  to  answer  any  questions  you  may  have. 
[An  attachment  to  this  statement  is  being  retained  in  the  committee  files] 


148 

Chairman  Gibbons.  Mr.  Kadrich. 

STATEMENT  OF  LEE  KADRICH,  DIRECTOR  OF  GOVERNMENT 
AFFAIRS  AND  INTERNATIONAL  TRADE,  AUTOMOTIVE  PARTS 
&  ACCESSORIES  ASSOCIATION 

Mr.  Kadrich.  Thank  you,  Mr.  Chairman. 

The  APAA  welcomes  this  opportunity  to  voice  our  strong  support 
for  President  CHnton's  results-oriented  negotiating  approach  and 
the  framework  agreement  he  has  secured  to  allow  new  auto  parts 
talks  to  proceed. 

As  the  world's  high  quality,  low  cost  automotive  supplier  base, 
we  believe  our  sector's  priority  status  will  provide  a  big  payback  in 
terms  of  increased  U.S.  production  both  to  offset  imported  parts 
and  to  expand  parts  exports. 

Given  the  economic  factors  favoring  American  suppliers,  we  are 
seeing  sales  increasing,  albeit  nowhere  near  levels  commensurate 
with  U.S.  competitiveness.  Brisk  levels  of  design-in  activity  and 
heightened  prospects  of  engineered  U.S. -made  parts  being  included 
in  future  Japanese  models  have  appeared  since  President  Bush's 
1992  trip,  spurred  by  steady  pressure  from  Congress  and  the  early 
efforts  by  Ajnbassador  Kantor  and  Secretary  Brown  to  hold  Japan 
accountable  to  its  1994  goals. 

However,  Mr.  Chairman,  a  new  report  issued  by  the  Japan  Auto- 
mobile Manufacturers  Association — JAMA — itself  forewarns 
against  celebrating  additional  sales  gains  too  soon.  While  acknowl- 
edging our  industry's  cost,  quality,  and  delivery  competitiveness, 
Japanese  OEMs  have  added  a  new  capabilities  gap  as  their  latest 
excuse  for  the  very  scant  26  percent  parts  sourcing  share  of  trans- 
plant purchases  held  by  non^apanese-owned  U.S.  parts  suppliers. 

We  applaud  the  administration's  steps  to  retake  control  of  the 
trade  agenda  and  to  begin  Japanese  market  opening  steps  right 
here  at  home. 

We  agree  with  our  negotiators'  interpretation  of  the  objective  cri- 
teria provided  for  in  the  framework  as  the  measure  of  progress. 
The  only  objective  gauge  of  how  far  the  market  opening  door 
swings  open  requires  a  measurement  in  terms  of  new  sales  by  non- 
Japanese-owned  U.S.  suppliers.  JAMA's  current  26  percent  United 
States  sourcing  figure  would  offer  the  ideal  baseline  against  which 
we  could  measure  new  sales  progress. 

Without  such  critical  focus  on  results,  Japan  will  continue  to 
send  both  their  home  suppliers  and  their  exclusionaiy  practices 
into  our  market,  dislocating  our  suppliers  and  running  up  the 
scoreboard,  if  you  will,  with  vast,  so-called  U.S.  parts  purchases 
from  their  Japanese  parts  partners  and  expecting  plaudits  for 
doing  so.  The  United  States  cannot  allow  this  distortion  to  con- 
tinue. 

Let  me  highlight  key  elements  of  the  successful  outcome  that  we 
are  seeking: 

First,  the  United  States  should  continue  insisting  that  the  Japa- 
nese OEMs  meet  the  70  percent  U.S.  content  goal,  measured  as  a 
percentage  of  total  parts  sourcing.  The  $15  billion  1994  parts  pur- 
chase goal  that  the  Japanese  offered  President  Bush  is  tied  in  turn 
to  that  content  goal. 
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Second,  U.S.  industry  and  Grovemment  should  work  together  to 
raise  that  70  percent  goal  in  future  years. 

Third,  the  University  of  Michigan  methodology,  which  I  have  at- 
tached to  my  testimony,  should  be  used  to  track  the  progress  of 
non-Japanese-owned  U.S.  suppliers  on  a  system-by-system  basis  in 
moving  from  the  26  percent  JAMA-cited  figure  toward  that  70  per- 
cent figure. 

That  same  method  might  be  used  to  chart  growth  of  our  parts 
exports  to  Japan  where  we  have  less  than  1  percent  market  snare. 

Qualitative  indexes  will  also  need  to  be  developed  to  give  Japan 
credit  for  design-in  commitments  and  planned  U.S.  purchases  for 
future  model  production. 

Fourth,  although  Japan's  1994  sourcing  goal  said  nothing  about 
aftermarket  purchases  for  Japanese  car  dealership's  service  pur- 
poses, the  steps  I  have  mentioned  above  have  the  potential  to  par- 
lay OE  sales  opportunities  into  additional  aftermarket  sales  oppor- 
tunities. 

In  addition,  the  United  States  industry  and  Government  should 
work  on  some  specific  targets  or  goals  for  aftermarket  purchases. 

Fifth,  we  believe  that  the  key  objective  and  ultimate  measure  of 
the  market  opening  progress  will  be  the  rapid  reduction  of  the  mas- 
sive parts  trade  deficit  to  levels  reflective  of  our  global  competitive- 
ness. 

We  have  waited  a  long  time  for  this  new  negotiating  approach 
to  deal  with  the  bilateral  parts  trade  crisis,  and  we  now  look  for- 
ward to  working  with  the  Congress  and  the  administration  toward 
a  pro-competition  outcome. 

Thank  you,  sir. 

[The  prepared  statement  and  attachment  follow:] 
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TESTIMONY  OF  LEE  KADRICH,  DIRECTOR 
GOVERNMENT  AFFAIRS  &  INTERNATIONAL  TRADE 

FOR  THE 

AUTOMOTIVE  PARTS  &  ACCESSORIES  ASSOCIATION 

PRESENTED  TO 

THE  SUBCOMMITTEE  ON  TRADE 

UNITED  STATES  HOUSE  OF  REPRESENTATIVES 

JULY  13,  1993 


Mr.  Chairman  and  Members  of  the  Subcommittee: 

APAA  welcomes  this  opportunity  to  voice  our  strong  support  for  President  Clinton's  results- 
oriented  negotiating  approach  and  the  framework  agreement  he  has  secured  to  allow  new 
auto  parts  talks  to  proceed.  The  President's  bold  new  approach  is  needed  to  end  unfair 
Japanese  parts  trade  practices  blocking  U.S.  global  sales,  dislocating  U.S.  owned  suppliers 
and  their  workers,  creating  massive  parts  trade  deficits,  and  threatening  both  our  economic 
recovery  and  future. 

As  the  world's  high  quality,  low  cost  automotive  supplier  base,  we  believe  our  sector's 
priority  status  will  provide  big  paybacks  in  terms  of  increased  U.S.  parts  production  both  to 
offset  imports  and  for  expanded  U.S.  exports. 

Given  fair  market  access,  our  industry's  vast  proven  competitive  advantage  over  Japan-based 
competitors  should  result  in  a  U.S.  trade  surplus,  rather  than  the  $10  billion  plus  parts  deficit 
that  accounts  for  20%  of  the  total  deficit  with  Japan. 

We  commend  our  negotiators  for  standing  firm  on  demands  that  the  framework  agreement 
focus  on  results.  The  Administration  team  has  worked  closely  with  our  industry  and  we 
look  forward  to  shaping  a  set  of  market-based  targets  which  we  as  a  nation  would  consider 
a  successful  outcome  for  future  auto  parts  negotiations. 

Japan  resists  this  approach  as  managed  trade.  But,  for  the  past  twelve  years  Japan  in  effect 
has  managed  the  trade  agenda  on  auto  parts  to  the  U.S.  detriment,  and  forestalled  any 
cracks  in  the  structural  barriers  created  by  Japan's  anticompetitive  auto  maker/supplier 
families,  or  keiretsus,  that  generally  exclude  outside  competitors.  The  ten-fold  explosion  in 
the  trade  deficit  from  1980  to  1992  is  the  benchmark  of  their  success. 

The  replication  of  these  same  exclusionary  market  barriers  in  the  U.S.  by  transplanted  car 
assemblers  and  more  than  400  related  Japanese  suppliers  (to  date)  has  its  own  set  of 
nonmarket-based  results:    displaced  Big  Three  nameplates,  dislocated  original  equipment 
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(OE)  parts  makers  and  their  workers  and  decimated  markets  for  U.S.  replacement  parts. 
Both  transplant  car  makers  and  their  Japanese  suppliers  here  continue  to  rely  heavily  on 
imports  from  Japan. 

Given  the  sheer  weight  of  economic  forces  favoring  American  suppliers,  we  see  sales 
increasing,  albeit  nowhere  near  levels  commensurate  with  U.S.  competitiveness.  Brisk  levels 
of  design-in  activity  and  heightened  prospects  of  engineered  U.S.-made  parts  being  included 
in  future  models  have  appeared  since  President  Bush's  1992  trip,  spurred  by  steady  pressure 
from  Congress  and  the  early  efforts  by  Ambassador  Kantor  and  Secretary  Brown  to  hold 
Japan  accountable  to  its  avowed  1994  sourcing  goals. 

However,  Mr.  Chairman,  a  new  report  issued  by  the  Japan  Automobile  Manufacturers 
Association  (JAMA)  itself  forewarns  against  celebrating  additional  sales  gains  too  soon. 
While  acknowledging  our  industry's  cost,  quality  and  delivery  competitiveness,  Japanese 
OEMs  have  added  a  new  "capabilities  gap"  as  their  latest  excuse  for  the  scant  26%  parts 
sourcing  share  of  transplant  purchases  held  by  non-Japanese  owned  U.S.  suppliers  in  1992. 

APAA  applauds  the  Administration's  steps  to  retake  control  of  the  trade  agenda  and  to 
begin  Japanese  market  opening  right  here  at  home. 

We  agree  with  our  negotiators'  interpretation  of  "objective  criteria"  provided  for  in  the 
framework  as  the  measure  of  progress.  The  only  objective  gauge  of  how  far  the  market 
door  swings  open  requires  measurements  in  terms  of  new  sales  by  non-Japanese  owned  U.S. 
suppliers.  JAMA's  current  26%  U.S.  sourcing  figure  provides  the  ideal  baseline  to  measure 
genuine  U.S.  sales  progress. 

Without  such  critical  focus  on  results,  Japan  will  continue  to  send  their  home  suppliers  and 
exclusionary  practices  here,  dislocate  U.S.  suppliers,  run  up  the  scoreboard  with  vast  "U.S. 
parts"  purchases  from  their  Japanese  parts  partners  and  expect  plaudits  for  doing  so.  The 
U.S.  cannot  allow  this  distortion  to  continue. 

Let  me  highlight  key  elements  of  the  successful  outcome  APAA  seeks: 

(1)  The  U.S.  should  continue  insisting  that  Japanese  OEMs  meet  the  crucial  70%  U.S. 
content  goal,  measured  as  a  percentage  of  total  parts  sourcing.  The  $15  billion  parts 
purchase  goal  for  the  U.S.  market  is  tied  in  turn  to  this  70%  content  level. 

(2)  The  Administration  and  U.S.  industry  should  work  jointly  to  raise  the  70%  U.S.  content 
number  for  1995  and  beyond. 

(3)  The  University  of  Michigan  methodology  (See  Appendix  1)  should  be  used  to  track 
progress  of  non-Japanese  owned  suppliers  on  a  system-by-system  basis  in  moving  from  the 
26%  JAMA-cited  share  in  1992  towards  the  70%  1994  goal.  The  same  method  should  be 
applied  to  gauging  non-Japanese  owned  suppliers'  success  in  cracking  Japan's  home  OE 


152 


parts  markets,  where  U.S.  exports  now  hold  less  than  1%  market  share.  Qualitative  indices 
should  be  developed  to  ensure  Japanese  OEMs  get  credit  for  design-in  commitments  and 
planned  U.S.  purchases  for  future  model  production. 

(4)  Although  Japan's  1994  sourcing  goals  included  no  specific  aftermarket  parts  buying 
targets,  the  above  steps  have  the  potential  to  parlay  OE  sales  into  global  aftermarket 
opportunities.  In  addition,  U.S.  industry  and  negotiators  should  develop  targets  for  the 
rapidly  growing  Japanese  dealer  network  service  parts  markets  in  the  U.S.,  as  well  as  setting 
benchmarks  for  Japan's  aftermarket. 

(5)  APAA  believes  the  key  objective  and  ultimate  measure  of  market  opening  success  will 
be  the  rapid  reduction  of  the  massive  parts  trade  deficit  to  levels  reflective  of  our  global 
competitiveness. 

In  support  of  the  negotiations,  APAA  urges  passage  of  Sen.  Riegle's  Fair  Trade  In  Motor 
Vehicle  Parts  Act  which  provides  mandated  Sec.  301  and  antidumping  cases  as  an  effective 
backstop  to  the  negotiations. 

We  seek  extension  and  enhancement  of  the  Fair  Trade  in  Auto  Parts  Act  scheduled  to 
expire  this  year.  An  interagency  role  should  be  included,  and  U.S.  trade,  trust  and  tax 
policies  must  be  marshalled  to  enforce,  our  pro-competition  system's  rules  and  stamp  out 
Japan's  unfair  trade  practices  here. 

Finally,  as  a  vital  part  of  long  term  enforcement,  APAA  urges  enactment  of  Super  301 
restoration  legislation  and  the  Trade  Agreements  Compliance  Act  to  enforce  the  first 
concrete  Japanese  parts  trade  agreement. 

We  have  waited  many  years  for  the  U.S.  to  adopt  a  results-oriented  strategy  to  deal  with  this 
bilateral  parts  trade  crisis  and  now  look  forward  to  working  with  the  Administration  and 
Congress  in  pressing  for  a  pro-competition  outcome. 
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APPENDIX    1 


Tabic  16 
Transplant  Sourcing  Case  Study 
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Other  Parts 
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Other,  not  elsewhere 

42% 

31% 

27% 
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Percentage  of  Total 
Components  (based  on 
S8.030) 

48% 

33% 

20% 

Total  Components  per 
Vehicle  (based  on  $8,030) 

$3,820 

$2,625 

$1,585 

1                                    1 

Percentage  of  Total 
Vehicle — Including 
Assembly 
(based  on  S10.030) 

38% 

46% 

16% 

Total  Value  per  Vehicle 

$3.820 1 

54.625 

51.585 

Applying  these  percentages  to  our  estimated  $10,030,  we  estimate  S3. 820  of  import 
parts  value  per  transplant  produced,  with  $4,625  contributed  from  transplant  facilities 
(including  wholcly-owned  and  joint-venture  faciliues)  and  $1,585  from  tradinonal  domestic 
suppliers. 

Scanning  the  systems,  it  is  apparent  that  domestic  suppliers  are  generally 
underrepresented  in  the  three  major  vehicle  systems:  engine,  transmission,  and  body  structure. 
By  our  estimates,  these  systems  have  about  $3,300  (33%  of  total)  of  value.  The  most 
significant  systems  inroads  by  the  domestics — hardware,  glass,  brakes/wheels/tires,  and 
interior  hard  and  soft  trim — have  approximately  $1,400  (14%  of  total)  of  value.  This 
substannatcs  domesdc  supplier  concerns  through  this  transidon  period  of  Japanese  producdon 
globalizanon.  Japanese  vehicle  manufacturer  component  sourcing  strategies  to  date  have  not 


154 

Chairman  Gibbons.  Let  me  ask  all  the  panel  members,  is  the  ad- 
ministration, in  your  view,  on  the  right  track? 

Mr.  Kadrich.  We  think  so,  absolutely.  This  is  a  market-opening 
pro-competition  approach.  We  agree  that  the  effect  of  reforming 
Japanese  procurement  practices  will  be  beneficial  to  competitive 
suppliers  of  any  national  origin.  Once  the  structural  barriers  are 
removed,  there  will  be  improved  access  for  all  suppliers. 

Mr.  Brenner.  We  also  think  they  are  absolutely  on  the  right 
track.  I  think  several  people  have  talcen  their  hats  off  to  the  nego- 
tiating team  that  was  in  Tokyo  last  week.  And  considering  where 
they  started  only  a  week  prior  to  that,  I  think  they  came  an  awful 
long  way. 

The  results  we  will  only  know  when  the  cash  register  rings, 
when  we  see  market  share  in  Japan  significantly  increasing,  when 
we  see  sales  increasing,  but  as  a  rule  book,  as  Ambassador  Kantor 
pointed  out,  this  framework  appears  to  be  in  that  category. 

The  thing  about  this  administration  that  has  impressed  me  in 
the  business  sense  is  that  they  are  united.  The  Defense  Depart- 
ment, the  State  Department,  the  USTR,  Department  of  Commerce 
came  across  to  the  Japanese  with  a  united  front,  so  that  previous 
negotiating  tactics  which  the  Japanese  have  used  when  the  USTR 
got  too  tough  and  then  went  to  State  Department  to  complain  I 
don't  think  are  going  to  occur  in  this  administration. 

For  that  reason  almost  by  itself  I  think  the  administration  is  on 
the  right  track. 

Mr.  MoREiN.  I  think  we  are  encouraged  that  services — ^financial 
services  are  being  mentioned,  but  there  is  obviously  a  substantial 
way  to  go. 

Mr.  Wolff.  I  would  just  add  that  I  believe  they  certainly  are  on 
the  right  track.  It  is  a  very  sophisticated  approach.  I  think  it  learns 
from  past  errors. 

We  always  say  the  Japanese  have  a  long  memory.  They  have  an 
institutional  memory.  They  are  able  to  deal  with  these  problems 
year  in  and  year  out  in  a  way  the  U.S.  Government  isn't. 

This  team  looks  like  they  have  really  learned  the  lessons  of  the 
past.  They  are  approaching  this  as  a  macroeconomic  issue,  struc- 
tural issue,  as  well  as  a  sectorial  issue.  I  think  it  promises  to  have 
a  fair  degree  of  success  if  anything  can. 

Chairman  Gibbons.  Ambassador  Wolf,  looking  back  on  your  vast 
experience  in  this  area,  what  has  been  wrong  with  U.S.  policy? 
This  United  States-Japan  relationship  has  ended  up  being  such  a 
frustrating  one.  Why  have  we  not  been  able  to  solve  our  problems 
with  Japan? 

Mr.  Wolff.  I  think  that  in  part  we  have  been  naive,  that  we  al- 
ways felt  that  all  countries'  economies  function  in  the  same  way, 
and  they  don't.  We  didn't  understand  the  layers  of  problems  and 
areas  in  Japan.  We  had  some  evidence  of  it,  but  in  part  our  aca- 
demic community  is  still,  I  think,  behind  the  curve  to  a  large  ex- 
tent. 

The  new  book  by  Fred  Bergsten  is  a  refreshing  example  of  the 
break  from  traditional  economic  analysis  that  said  there  was  no 
problem.  Businessmen  would  come  back,  and  they  would  say,  can't 
sell  there,  but  the  economists  would  say,  that  is  pretty  much  the 
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overall  balance  you  would  expect  g^ven  a  number  of  macroeconomic 
factors. 

The  analysis  was  wrong.  The  approach  was  not  hardheaded 
enough.  We  didn't  insist  on  results  early  enough.  We  didn't  work 
as  closely  in  the  Government  with  the  business  community  as  we 
should  have. 

Years  ago  we  thought  that  the  tariffs  were  the  main  barrier,  and 
they  were  to  some  degree  in  some  areas.  When  we  stripped  awav 
the  tariffs  we  found  a  varietv  of  nontariff  barriers.  We  still  can  t 
sell  a  lot  of  competitive  products  in  Japan,  and  we  have  not  in- 
vested the  resources  in  it  that  we  should  have. 

We  will  put  thousands  of  people  to  work  on  environmental  pro- 
tection in  this  country.  It  is  a  worthy  objective.  And  we  have  thou- 
sands and  thousands  of  people  working  at  the  customs  booths  on 
the  way  into  this  country.  Yet  we  have  not  put  the  people  that  we 
need — the  resources  we  need  to  put  into  solving  some  of  these  mar- 
ket access  problems. 

Each  of  the  sectors  that  have  appeared  before  you  today  and  on 
other  occasions  require  probably  two  or  three  people  at  a  bare  min- 
imum in  the  Government  who  have  no  other  job  but  to  make  sure 
we  make  some  progress. 

I  might  add  Mr.  Brenner's  comment  on  the  historic  division  in 
the  U.S.  Government  has  been  largely  the  case.  We  had  a  period 
in  the  Carter  administration  where  we  certainly  overcame  that, 
and  Fred  Bergsten  was  on  the  team  that  we  put  together  to  work 
on  it.  And  State  was  with  us.  Treasury  was  with  us,  but  most  often 
there  has  been  a  division,  and  the  Embassy  has  been  an  apologist 
for  Japan  all  too  oflen  in  the  past.  I  don't  think  we  will  see  tnat 
with  Fritz  Mondale. 

So  I  think  we  are  finally  probably  overcoming  a  lot  of  the  things 
that  we  did  wrong  in  the  past.  I  think  the  Japanese  are  beginning 
to  sense  that. 

Chairman  Gibbons.  Well,  in  the  limited  amount  of  time  we  have 
available,  do  any  of  you  have  any  comments  on  what  Ambassador 
Wolff  has  said? 

Mr.  Kadrich.  I  would  like  to  say  I  really  agree  with  his  analysis. 
I  see  all  of  the  signs  that  he  has  indicated  as  major  improvements 
and  good  signposts  for  the  potential  progress  ahead  in  these  nego- 
tiations. 

Chairman  Gibbons.  I  would  like  to  thank  all  the  witnesses  who 
participated  in  today's  hearing,  particularly  the  members  of  this 
last  panel,  who  have  been  so  patient. 

The  submission  of  written  statements  for  printing  in  the  record 
will  be  accepted  until  the  close  of  business  on  Monday,  July  19. 
That  concludes  our  hearing  for  today.  Thank  you  very  much. 

[Whereupon,  at  12:50  p.m.,  the  hearing  was  adjourned.] 

[Submissions  for  the  record  follow:] 
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AMERICAN  INTERNATIONAL  AUTOMOBILE  DEALERS  ASSOCIATION 

99  Canal  Center  Plaza,  Suite  500,  Alexandria,  VA  22314 
703/519-7800 


Statement  submitted  to  the 

House  Ways  and  Means  Committee, 

Trade  Subcommittee 

Hearing  on  U.S. -Japan  Trade,  Commercial  and  Economic  Relations 

July  13,  1993 

This  statement  by  the  American  International  Automobile 
Dealers  Association  (AIADA)  to  the  House  Ways  and  Means  Committee, 
Trade  Subcommittee,  presents  AIADA's  views  on  the  U.S. -Japan  trade 
relationship  and  the  Clinton  Administration's  trade  policy  toward 
Japan.  AIADA  represents  10,000  American  small  businesses  that  sell 
and  service  international  automobiles  and  employ  more  than  280,000 
Americans. 

AIADA  believes  that  pursuit  of  the  most  open  market/free  trade 
policies  is  in  the  best  interest  of  the  U.S.  economy,  U.S. 
industries  and  U.S.  consumers.  Previous  pursuit  of  those  policies 
has  been  instrumental  in  improving  U.S.  international 
competitiveness  and  in  providing  consumers  with  a  greater  selection 
of  products  at  lower  prices.  The  situation  is  no  different  in  the 
automobile  industry. 

The  Clinton  Administration  has  recently  taken  great  strides 
regarding  U.S. -Japan  relations.  AIADA  supports  the  Administration 
in  seeking  to  negotiate  trade  agreements  with  our  trading  partners. 
Moreover,  the  recent  Tokyo  Accord  represents  a  significant, 
positive  step  forward  in  our  trade  relationship  with  Japan. 
Because  of  this,  AIADA  believes  any  legislative  action  on  this 
issue  could  undermine  the  recent  "framework"  agreement  and  further 
jeopardize  our  trading  relationship  with  all  of  our  international 
trading  partners.  In  that  context,  it  is  very  critical  that  the 
Administration's  negotiators  have  a  free  hand  in  their  work,  not 
only  with  Japan,  but  with  all  nations. 

Moreover,  it  is  not  sound  economic  or  trade  policy  to  single 
out  one  industry  in  one  nation  for  legislative  action.  While  the 
trade  imbalance  between  the  United  States  and  Japan  in  automobiles 
continues  to  be  large,  it  is  critical  to  examine  this  trade 
imbalance  in  the  proper  context. 

A  Massive  Transfer  Of  Industrial  Production 

Over  the  past  decade,  dramatic  change  has  taken  place  in  the 
U.S.  automobile  industry.  While  the  Big  Three  automakers  have 
shifted  automobile  assembly  production  from  the  U.S.  to  Canada  and 
Mexico,  international  automobile  manufacturers  have  shifted 
production  to  the  U.S.  —  investing  almost  $10  billion  in  U.S. 
assembly  plants  and  related  facilities.  A  total  of  seven  Japanese 
motor  vehicle  manufacturers  have  transferred  production  of  cars  and 
trucks  from  Japan  to  the  U.S.,  while  two  German  manufacturers  will 
begin  producing  vehicles  in  the  U.S.  in  the  near  future. 

In  the  early  1980's,  at  the  urging  the  United  Auto  Workers 
union,  the  Big  Three  automakers  and  their  supporters  in  Congress, 
Japanese  automakers  began  a  massive  transfer  of  industrial 
production  from  Japan  to  the  U.S.  Honda,  the  first  Japanese 
automakers  to  build  in  the  U.S.,  began  automobile  production  in 
Marysville,  Ohio,  in  1983.  In  1986,  imports  of  motor  vehicles 
from  Japan  peaked,  declining  in  numbers  every  year  since  then.  In 
that  year,  Japanese  companies  exported  approximately  2.9  million 
cars,  multipurpose  passenger  vehicles  and  trucks  to  the  U.S.,  while 
producing  more  than  600,000  motor  vehicles  in  the  U.S. 
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By  the  inid-1990's,  U.S.  production  of  Japanese  motor  vehicles 
will  exceed  the  number  of  vehicles  imported  from  Japan.  In  1992, 
U.S.  production  of  motor  vehicles  by  Japanese  companies,  including 
those  made  for  the  Big  Three  automakers,  totalled  1.68  million 
units,  while  the  number  of  motor  vehicles  imported  from  Japan  has 
dropped  nearly  50  percent  from  the  peak  year  in  1986  to 
approximately  1.74  million  units  last  year. 


Auto  Parts  Procurement 

With  the  shift  in  automobile  production  from  Japan  to  the  U.S. 
came  an  increase  in  purchases  of  U.S. -made  automobile  parts  by 
Japanese  automakers.  Critics  of  the  Japanese  automakers  contend 
that  they  do  not  buy  enough  parts  from  "traditional"  U.S.  suppliers 
for  their  U.S.  production  and  rely  too  heavily  on  Japanese  auto 
parts  imports  or  so-called  transplant  auto  parts  makers. 

The  fact  is  that  purchases  of  U.S. -made  auto  parts  and 
materials  by  Japanese  automakers  have  increased  steadily  over  the 
past  few  years  —  from  $2.49  billion  in  Japanese  fiscal  year  (JFY) 
1986  to  a  total  of  $10.53  billion  in  JFY1991.  Japanese  automakers 
announced  in  January  1992  that,  collectively,  they  plan  to  purchase 
$19  billion  in  U.S.  parts  and  materials  by  1996  and  it  appears  that 
they  are  on  schedule  to  meet  that  goal.  While  Japanese  automakers 
are  making  efforts  to  purchase  more  U.S. -made  parts,  long-term 
supplier  relationships  that  meet  the  high  quality  and  delivery 
standards  of  Japanese  automobile  manufacturers  can  take  years  to 
develop. 

With  respect  to  the  concerns  that  "traditional"  parts 
manufacturers  are  not  receiving  enough  business  from  Japanese 
automobile  manufacturers,  there  are  two  points  to  be  made.  First, 
if  the  parts  manufacturer  is  creating  U.S.  manufacturing  jobs,  the 
nationality  of  the  ownership  of  that  parts  manufacturer  is 
irrelevant.  Second,  any  attempt  to  define  a  "traditional"  parts 
manufacturer  in  the  automobile  industry,  where  joint  ventures  are 
commonplace,  would  be  arbitrary  and  likely  discriminate  against 
foreign  investment. 

U.S.  Benefits  From  Transplant  Production 

As  stated  above,  international  automobile  manufacturers  have 
invested  nearly  $10  billion  in  the  U.S.  to  build  automobile 
assembly  plants,  research  and  development  centers,  design  centers, 
testing  facilities  and  other  operations  to  support  their  U.S. 
production. 

This  enormous  investment  in  the  U.S.  has  yielded  more  than 
35,000  American  manufacturing  jobs  in  automobile  production  alone. 
More  than  10,000  dealerships  across  the  country  sell  and  service 
international  automobiles,  employing  nearly  280,000  Americans. 
Including  other  related  employment  such  as  sales  offices  and 
automobile  parts  production,  the  international  automobile  industry 
employed  more  than  400,000  Americans  in  1992. 

Taken  in  the  context  of  the  Big  Three  automakers' 
manufacturing  presence  in  the  U.S.,  international  automobile 
manufacturers  are  now  the  second  largest  car-maker  in  the  U.S. 
behind  General  Motors,  building  one  out  of  every  four  cars. 

Another  benefit  of  international  automobile  manufacturers' 
production  in  the  U.S.  has  been  the  increase  in  U.S.  automobile 
exports,  particularly  to  Japan.  Exports  of  international 
automobile  manufacturers  rose  to  158,000  in  1992.  Japanese 
automakers  exported  more  than  23,000  American-made  cars  to  Japan  in 
1992,  helping  reduce  the  U.S.  automobile  trade  deficit  with  Japan. 
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Exports  of  international  nameplate  automobiles  are  expected  to 
increase  over  the  next  few  years.  This  will  come  as  a  result  of 
increases  in  exports  of  Japanese  nameplate  vehicles  and  as 
production  of  BMW  and  Mercedes-Benz  comes  on-line.  BMW  has 
announced  it  will  export  approximately  half  of  its  production  in 
South  Carolina.  Mercedes-Benz  is  expected  to  export  a  portion  of 
its  U.S.  production  as  well. 

Japan's  Automobile  Market  And  The  Big  Three 

The  association  accepts  the  assertion  that  Japan's  market, 
including  its  market  in  automobiles,  has  not  been  as  open  as  it 
should  be  if  Japan  is  to  compete  fairly  in  a  global  free  market 
trading  system.  However,  Japan  has  taken  steps  to  open  its  market 
to  U.S.  automobiles,  including  the  elimination  of  tariffs  on  cars 
and  trucks  and  expanding  sales  opportunities  for  U.S. -made 
automobiles  at  Japanese  dealerships. 

While  it  is  clear  that  Japan's  market  has  not  been  as  open  as 
it  should  have  been  in  the  past,  it  is  equally  clear  that  the  Big 
Three  U.S.  automakers  have  not  made  the  necessary  commitment  to 
expand  automobile  sales  in  Japan.  Only  recently  have  Big  Three 
automakers  taken  steps  to  export  right-hand  drive  vehicles  to 
Japan,  where  driving  on  the  left-hand  side  of  the  road  makes  left- 
hand  drive  vehicles  impractical. 

And  the  Big  Three  still  ignore  the  needs  and  desires  of 
Japanese  consumers.  In  Japan,  where  roads  are  narrower,  parking  is 
scarce  and  gasoline  is  twice  as  expensive,  consumers  want  compact, 
fuel-efficient  vehicles.  Cadillacs,  Lincolns  and  Jeep  Cherokees 
are  not  likely  to  become  the  mass-selling  vehicles  that  are 
necessary  if  the  Big  Three  are  to  gain  a  greater  share  of  the 
Japanese  market. 

In  contrast  to  the  efforts  of  the  Big  Three  to  penetrate  the 
Japanese  market,  Japanese  automakers  made  adjustments  to  build  for 
the  U.S.  market  when  the  vehicles  they  first  imported  did  not  sell 
well.  Today,  high-volume  automobiles  (e.g.,  Honda  Accord,  Toyota 
Camry,  Nissan  Altima,  etc.)  sold  by  the  Japanese  automakers  in  the 
U.S.  market  are  designed  and  built  in  the  U.S.  to  meet  the  needs 
and  tastes  of  American  consumers. 


Foreign  Automakers'  Marketshare  In  Japan 

The  Big  Three  automakers  complain  that  the  Japanese  market  is 
still  closed  to  their  products,  basing  this  assertion  on  the  fact 
that  sales  of  their. vehicles  are  less  than  one-percent  of  the  total 
Japanese  market  and  sales  of  all  foreign  vehicles  are  only  four 
percent  of  the  total  market. 

A  comparison  of  European  automakers'  marketshare  in  Japan  and 
their  marketshare  in  the  U.S.  reveals  that  the  Japanese  market  may 
not  be  as  closed  to  imports  as  the  Big  Three  claim,  and  that  the 
real  problem  may  lie  more  with  Big  Three  marketing,  the 
quality/reliability  of  their  automobiles  and  their  commitment  to 
the  Japanese  market.  European  automakers  hold  approximately  three 
percent  of  the  total  market  in  Japan  and  four  percent  of  the  market 
in  the  U.S. 


Demand  For  Japanese  Automobiles 

It  is  very  unlikely  that  the  Japanese  trade  deficit  (two- 
thirds  of  which  is  in  automobile  trade)  will  be  eliminated  in  a 
matter  of  a  few  years  as  has  been  called  for  by  the  Big  Three 
automakers. 
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Despite  the  reduction  in  the  number  of  vehicles  imported  from 
Japan  and  the  increase  in  the  number  of  Japanese  vehicles  made  in 
the  U.S.,  Japanese  automakers  can  be  expected  to  import  low  volume 
vehicles  into  the  foreseeable  future. 

Demand  for  Japanese  automobiles,  while  diminished  recently  due 
to  exchange  rate-induced  price  increases,  will  remain  strong.  The 
quality  of  Japanese  nameplate  automobiles,  whether  imported  or 
built  in  the  U.S,  still  exceeds  that  of  the  Big  Three.  The  1993 
J.D.  Power  New  Car  and  Light  Truck  Customer  Satisfaction  study, 
which  assesses  customer  handling  and  vehicle  repair/reliability, 
showed  that,  while  the  Big  Three  automakers  have  closed  the  quality 
gap  somewhat,  the  Japanese  car  nameplates  "continue  to  set  the  pace 
in  customer  satisfaction." 

It  should  be  noted  that  Big  Three  sales  have  increased 
constantly  since  the  beginning  of  the  year,  this  despite  a  decline 
in  consumer  confidence  in  the  economy's  health.  The  growth  in 
sales  is  thought  to  be  the  result  of  the  lower  interest  rates  and 
for  the  need  to  replace  automobiles  purchased  in  the  early  1980s. 

Furthermore,  it  is  unlikely  that,  in  the  next  five  years, 
exports  of  Big  Three  automobiles  will  increase  in  sufficient 
numbers  to  balance  automobile  trade  with  Japan.  As  stated  before, 
the  Big  Three  have  no  large-volume  vehicles  designed  for  the  needs 
and  desires  of  the  Japanese  consumer. 

Dollar-Yen  Exchange  Rate 

Since  U.S.  trade  data  are  expressed  in  dollar  terms,  two  key 
points  need  to  be  kept  in  mind  when  reviewing  year-to-year 
statistics.  First,  the  dynamic  of  exchange  rate  fluctuations 
affect  product  prices.  The  weakening  of  the  dollar  against  the  yen 
has  made  Japanese  automobiles  more  expensive  for  Americans.  This 
can  hardly  be  blamed  on  the  manufacturers  who  have  no  control  over 
such  matters. 

Second,  since  1979,  the  price  of  cars  has  increased 
dramatically  due  to  three  factors.  The  Yen  is  half  of  what  it  was 
in  1979.  The  rapid  development  of  the  luxury  car  segment  has 
accounted  for  a  large  part  of  higher  overall  prices.  And,  the 
1980s  saw  rapid  price  escalation  for  all  makes,  increased  in  some 
measure  due  in  part  to  the  imposition  of  Japan's  voluntary  export 
restraints  (VERs) .  Thus  the  use  of  any  sample  number  needs  to  be 
placed  in  the  proper  context. 

International  Trade  Is  Not  A  Zero-Sum  Game 

Focusing  on  the  U.S. -Japan  trade  deficit  in  motor  vehicles 
with  the  expectation  that  the  automobile  trade  deficit  will  balance 
in  a  few  short  years  is  to  view  international  trade  as  a  zero-sum 
game. 

But  international  trade  should  not  and  does  not  work  in  that 
manner.  In  the  international  trading  system,  each  nation  has  its 
own  comparative  advantages.  For  example,  Japan  has  a  comparative 
advantage  in  automobiles,  Costa  Rica  has  a  comparative  advantage  in 
bananas,  and  the  U.S.  has  a  comparative  advantage  in  commercial  jet 
aircraft. 

While  we  consistently  maintain  a  trade  deficit  in  bananas  with 
Costa  Rica  ($25  million  in  1992,  to  be  precise),  there  have  been  no 
demands  that  Costa  Rica  eliminate  its  trade  surplus  in  bananas  with 
the  U.S.  in  five  years.  In  the  same  manner,  the  U.S.  should  not 
expect  Japan's  trade  surplus  in  automobiles  and  automobile  parts  to 
be  eliminated  in  five  years. 
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Recent  U.S.  Merchandise  Trade  data  (May  1993)  reflects  a  hefty 
$1.8  billion  decline  in  the  deficit.  In  the  "Automotive  vehicles, 
parts  &  engines"  category,  the  decrease  in  imported  product  is 
$572.8  million.  In  fact,  Japan  now  trails  Canada  in  auto  exports 
to  the  United  States. 

Trade  Expansion  With  Japan 

The  Clinton  Administration  and  Congress  should  not  hold 
expectations  that  there  will  be  an  elimination  of  the  trade 
imbalance  in  automobiles  with  Japan.  Such  expectations  may  lead  to 
further  frustration  with  Japan,  increase  the  threat  of 
confrontation  and,  eventually,  lead  to  U.S.  retaliation  against 
Japan. 

Instead,  the  energy  and  attention  of  the  administration's 
negotiators  should  be  directed  to  other  markets  that  may  hold  great 
prospect  for  sales  of  U.S.  manufactured  and  agricultural  products 
and  for  U.S.  services  industry. 

Conclusion 

AIADA  believes  that  the  globalization  of  the  automobile 
industry  has  brought  many  benefits  to  the  U.S.,  including  increased 
job  creation  in  the  U.S.  and  higher-quality,  lower-cost  automobiles 
for  the  American  consumer. 

AIADA  also  believes  that  while  Japan's  trade  surplus  with  the 
U.S.  in  automobiles  and  automobile  parts  is  decreasing 
significantly,  it  is  not  likely  to  be  eliminated  in  the  near 
future.  However,  viewed  in  context,  this  trade  imbalance  does  not 
pose  a  problem  for  the  U.S.  economy  or  for  the  U.S.  job  market. 
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TESTIMONY  OF  THE  ASSOCIATION  OF  INTERNATIONAL 
AUTOMOBILE  MANUFACTURERS,  INC. 


The  Association  of  International  Automobile  Manufacturers  (AIAM)  is  a  trade 
association  representing  the  U.S.  subsidiaries  of  almost  every  international  auto- 
mobile company.  Our  members  engage  in  different  levels  of  sourcing,  manufac- 
turing, distribution,  and  sales  of  passenger  cars,  multi-purpose  passenger  vehicles 
(MPVs),  and  light  trucks  in  the  United  States.  400,000  Americans  are  involved  in 
the  manufacturing,  research  and  development,  transportation,  distribution,  sales, 
and  service  operations  of  AIAM  members.  In  addition  to  these  car  makers,  AIAM 
also  represents  manufacturers  of  original  equipment  with  production  facilities  both 
here  in  the  United  States  and  abroad. 

AIAM  appreciates  the  opportunity  to  submit  this  statement  for  the  record. 

AIAM's  members  contribute  to  the  strength  of  the  U.S.  economy.  Nissan  has  the 
largest  auto  plant  under  one  roof  in  the  United  States.  Toyota,  Honda,  Mazda, 
Isuzu,  Subaru,  and  Mitsubishi  also  have  extensive  operations  which  will  only  grow 
as  they  continue  to  mature.  In  1995,  BMW  will  open  its  $300  million  facility  in 
South  Carolina,  becoming  the  eighth  member  to  produce  vehicles  in  America. 
Even  without  manufacturing  facilities,  a  number  of  our  European  and  Korean 
members  employ  thousands  of  Americans  who  design,  procure,  distribute,  and  sell 
cars  which  offer  American  consumers  a  variety  of  choices  of  price,  fuel  economy, 
safety,  design,  and  performance. 

AIAM  is  proud  of  the  combined  contributions  of  all  of  its  members,  whether  their 
parent  companies  are  from  Europe  or  Asia.  This  statement,  however,  will  focus  on 
the  particular  contributions  of  our  Japanese-owned  members  to  the  U.S.  economy, 
as  U.S. -Japan  trade,  economic,  and  commercial  relations  are  the  topic  of  this 
hearing. 

As  stated  in  the  hearing  notice,  a  significant  portion  of  the  complex  U.S. -Japan 
relationship  involves  trade,  economic,  and  commercial  relations.  As  an  association 
of  international  companies  in  one  of  the  more  hotly  debated  sectors  in  the  U.S.- 
Japan relationship,  AIAM  will  address  the  internationalization  of  the  automotive 
sector  and  the  contributions  of  bilateral  investment  in  this  sector.  The  Association 
believes  it  is  important  to  remember,  as  the  Subcommittee  has  done,  that  trade 
alone  does  not  describe  the  full  extent  of  this  important  relationship  and  should  not 
bear  the  full  burden  of  resolving  the  inherent  tensions  between  the  two  countries. 
AIAM  member  companies  certainly  are  a  part  of  the  trading  relationship  between 
the  two  countries,  but  their  greatest  contribution  to  the  U.S.  economy  -  and  as  a 
result,  to  the  American  worker  and  consumer  -  is  their  investment  in  the  future  of 
the  American  industrial  and  technological  base,  their  transfer  of  production  tech- 
niques and  other  technological  advancements  to  this  country,  their  enhancement  of 
the  quality  and  the  variety  of  safe,  efficient  vehicles  for  American  consumers  to 
choose. 
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Internationalization  of  U.S.  Auto  Industry 

The  United  States  trade  deficit  in  motor  vehicles  has  been  reduced  by  27  percent 
since  1987  (according  to  the  most  recent  Department  of  Commerce  figures).  Yet, 
Japanese  auto  makers  remain  a  focus  of  bilateral  trade  tensions.  In  announcing  this 
hearing  your  Committee  highlighted  the  auto  sector,  and,  in  the  past,  many  of  your 
colleagues  have  called  for  the  restriction  of  Japan's  participation  in  the  "domestic 
auto  industry."  AlAM  believes  it  is  time  to  bring  the  definition  of  the  "domestic 
auto  industry"  into  the  Nineties. 

Current  commercial  announcements,  demonstrations  and  rallies  would  have 
Americans  believe  the  U.S.  automobile  industry  is  composed  just  as  it  was  in  the 
1950s  -  its  players  being  GM,  Ford,  and  Chrysler,  a  handful  of  other  struggling 
American  manufacturers,  and  -  way  out  there  -  a  fringe  of  foreigners  trying  to 
capture  a  share  of  the  "domestic"  market. 

But  what  may  have  been  true  forty  years  ago  is  no  longer  relevant.  The  automo- 
tive industry  is  international  in  scope,  with  participants  from  many  countries 
engaged  in  all  elements  of  the  industry  within  the  United  States.  New  manufac- 
turers have  established  design,  development,  and  production  facilities  here.  The 
three  companies  with  world  headquarters  in  the  state  of  Michigan  have  expanded 
their  production  of  vehicles  in  other  countries,  have  established  relationships  with 
other  international  automotive  companies,  and  have  increased  their  own  imports  of 
vehicles  into  the  United  States.  All  manufacturers,  regardless  of  the  location  of 
their  world  headquarters  or  principal  development  centers,  have  increased  their  use 
of  parts  sourced  globally.  As  some  would  have  Congress  focus  on  developing 
more  ways  to  distinguish  "domestic"  and  "foreign"  vehicles,  the  composition  of 
vehicles  from  the  design  stage  to  final  assembly  is  becoming  more  and  more 
complicated  and  international.  The  patriotic  "Buy  American"  theme  may  more 
aptly  be  called  "Buy  American  nameplate."  For  example,  which  of  the  following 
two  lists  comprises  American  vehicles? 

List  1  List  2 

Buick     Regal;      Chevrolet     Pickup;  Honda    Accord     and     Civic;     Isuzu 

Chrysler    Concorde    and    LeBaron;  Rodeo;  Mazda  B-Series  Truck,  MX-6, 

Dodge  Caravan,  Intrepid,  Ramcharger  Navajo  and  626;  Mitsubishi  Eclipse 

and   Stealth;    Ford   Crown   Victoria,  and  Mirage;  Nissan  Altima,  Quest  and 

Escort,  F-Series  Trucks,  Fiesta  and  Sentra;      Subaru      Legacy;      Toyota 

Tempo;     Geo     Metro,     Storm     and  Camry,  Corolla  and  Pickup. 
Tracker;    Jeep    Wrangler;    Mercury 
Capri,   Grand   Marquis  and  Tracer; 
Plymouth  Colt;  and  Pontiac  LeMans. 


Answer:  It  is  not  clear.  List  1  includes  vehicles  made  by  and  for  GM,  Ford,  and 
Chrysler  outside  of  the  United  States  and  imported  for  sale  in  the  United  States. 
List  2  consists  of  vehicles  made  by  other  international  manufacturers  here  in  the 
United  States  by  American  workers. 
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The  automotive  industry  in  this  country  now  includes  many  participants  other  than 
GM,  Ford,  and  Chrysler:  international  companies  who  employ  thousands  of 
American  workers,  who  invest  billions  of  dollars  in  this  nation's  economy,  and  who 
are  responsible  for  the  dramatic  increases  in  quality  and  variety  American  consum- 
ers now  have  in  automotive  products.  President  Clinton  said  it  best  during  his 
speech  at  American  University,  "Products  have  clearly  become  more  global.  Now, 
if  you  buy  an  American  car,  it  may  be  an  American  car  built  with  some  parts  from 
Taiwan,  designed  by  Germans,  sold  with  British-made  advertisements  —  or  a 
combination  of  others  in  a  different  mix."    (February  26,  1993) 


AIAM  Contributions  ~  Jobs  and  Investments 

The  American  auto  industry  is  more  than  just  GM,  Ford,  and  Chrysler.  Ever  since 
the  late-Seventies/early-Eighties,  when  Americans  started  turning  to  the  more  fuel- 
efficient  Japanese  cars,  Japanese  auto  makers  have  been  major  players  in  the  U.S. 
auto  industry.  In  the  Eighties,  several  of  these  companies  began  to  signal  their 
commitment  to  the  U.S.  market  by  moving  production  to  the  United  States. 
Today,  Honda,  Isuzu,  Mazda,  Mitsubishi,  Nissan,  Toyota,  and  Subaru  have 
manufacturing  facilities  in  America,  with  BMW  soon  to  follow.  These  new 
American  plants  represent  over  $10  billion  of  investment  and  directly  employ  about 
40,000  Americans. 

Many  critics  discount  the  value  these  new  American  manufacturing  plants  contri- 
bute to  the  U.S.  economy.  First,  they  assert  just  because  they  have  "foreign" 
names,  they  can  never  be  "American"  or  of  value  to  the  United  States.  This  is 
short-sighted  and  not  in  our  interest. 

Secretary  of  Labor  Robert  Reich  has  stated  on  numerous  occasions  that  foreign 
companies  which  employ  Americans  in  factories  in  the  United  States  are  more 
worthy  of  government  support  than  American-based  companies  with  factories 
overseas.  In  fact,  the  Administration  is  wrestling  with  this  issue  which  Ambassador 
Mickey  Kantor  has  encapsulized,  "Who  are  my  clients  -  American  companies  or 
American  workers?" 

AIAM  believes  its  member  companies  play  a  significant  part  in  the  American  auto 
industry,  creating  jobs  and  contributing  to  the  U.S.  economy.    For  instance: 

►  Collectively,  the  international  car  makers  manufacture  more  cars  in 
the  United  States  than  either  Ford  or  Chrysler. 

►  In  1992,  one  in  four  automobiles  manufactured  in  America  was  built 
by  international  automobile  manufacturers. 

►  400,000  American  workers  manufacture,  import,  distribute  and  sell 
vehicles  in  America  made  by  the  international  automobile  manufac- 
turers. 

►  The  international  automobile  manufacturers  have  invested  over  $10 
billion  in  America.  The  Department  of  Commerce  reported  foreign 
direct  investment  in  the  motor  vehicle  sector  was  $3.7  billion  in  1991 
alone. 

►  The  best  selling  American  exported  car  to  Japan  is  the  Honda  Accord 
from  Marysville,  Ohio.  Toyota,  Nissan,  Mitsubishi,  Isuzu,  and 
Subaru  are  exporting  cars  built  in  their  new  American  plants. 
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In  1986,  nearly  all  Toyota  cars  and  trucks  sold  in  the  United  States 
were  manufactured  in  Japan.  In  1991,  some  45  percent  of  the  Toyota 
brand  cars  sold  m  the  United  States  were  built  in  North  America, 
including  about  72  percent  of  the  Corollas  and  Camrys.  And  faci- 
lities to  build  100,000  light  trucks  in  the  U.S.  were  completed  in  the 
latter  part  of  1991. 

In  Honda's  case,  over  50  percent  of  the  cars  it  sells  are  made  in  the 
United  States. 

R&D  projects  conducted  by  foreign-owned  firms  accounted  for  $350 
million  in  1990,  based  on  estimates  of  the  Department  of  Commerce's 
Bureau  of  Economic  Analysis. 

Japanese  auto  makers  are  currently  producing  1 .4  million  vehicles 
annually  in  the  U.S.,  according  to  Fortune  magazine.  Annual  pro- 
duction is  expected  to  reach  2.5  million  vehicles  in  the  next  few 
years.  (November  16,  1992) 

According  to  a  University  of  Kentucky  study,  for  each  person  hired 
by  the  Georgetown,  Kentucky  Toyota  plant,  three  additional  jobs 
were  created  in  the  state. 


AIAM  Contributions  —  Increased  Quality  and  Competitiveness 

Second,  detractors  contend  the  competition  from  these  new  American  manufactur- 
ing plants  has  led  to  the  troubles  of  GM,  Ford,  and  Chrysler.  Just  the  opposite. 
Again,  President  Clinton  phrases  it  best,  "The  truth  of  our  age  is  this,  and  must  be 
this,  open  and  competitive  commerce  will  enrich  us  as  a  nation.  It  spurs  us  to 
innovate.  It  forces  us  to  compete."  (February  26,  1993) 

The  Japanese  auto  makers  have  improved  American  quality  for  more  than  a  decade 
and  have  shared  their  manufacturing  technologies  with  GM,  Ford,  and  Chrysler. 
Cooperation  and  competition  have  led  to  the  improvement  in  their  competitive 
position.  Protected  from  this  competition,  there  is  a  great  chance  they  would  not 
have  developed  the  innovations  about  which  they  now  boast. 


AIAM  Contributions  ~  Increased  Sourcing 

Critics  also  allege  that  the  new  American  manufacturers  discriminate  against 
American  auto  parts  suppliers  This  allegation  seemingly  stems  from  the  fact  auto 
parts  imports  increased  with  the  start-up  of  the  new  American  manufacturing 
plants.  However,  as  these  new  plants  have  become  more  mature,  they  have 
increased  their  purchases  from  U.S.  suppliers.  For  example,  Toyota  reports 
purchases  of  over  $4  billion  worth  of  U.S. -made  parts  a  year.  Of  Toyota  Motor 
Manufacturing  USA's  (TMM's)  suppliers: 

►  114  are  U.S. -owned  companies  (a  few  Canadian); 

►  29  are  U.S. /Japanese  joint  ventures; 

►  7  are  U.S. /Japanese  M&A  (companies  which  were  U.S. -owned  when 
TMM  formed  supplier  relationships  and  were  later  acquired  by 
Japanese  firms); 
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*■  18  are  Japanese  traditional  suppliers;  and 

*■  6  are  Toyota  group  companies  (companies  which  are  included  in  the 

consolidated  financial  statement  of  Toyota  Motor  Corporation/Japan). 
(1992  figures) 

The  new  American  manufacturers  also  have  increased  activities  which  will  lead  to 
heavier  involvement  by  U.S.  suppliers.  For  instance,  Honda  has  expanded  vehicle 
design,  research  and  development,  and  production  engineering  in  the  United  States. 
The  Accord  Station  Wagon,  introduced  in  1991,  was  designed  and  tested  in  the 
United  States.  The  original  prototypes  were  fabricated  here,  as  were  the  major 
dies.  The  car  even  was  introduced  in  mass  production  exclusively  at  Honda's  auto 
plant  in  Marysville,  Ohio. 

The  bottom  line  to  all  this  activity  is  that  parts  orders  in  the  United  States  have 
increased.  Honda  reports  that  U.S.  purchasing  has  risen  to  $2.9  billion,  Nissan 
buys  $2.35  billion  in  parts,  and  Mazda  purchases  are  over  $1 .4  billion.  According 
to  the  Los  Angeles  Times,  total  Japanese  purchases  of  American-made  auto  parts  in 
1992  totaled  $13  billion,  a  44  percent  increase  over  the  last  two  years.  (May  10, 
1993) 

Examining  the  U.S.  auto  parts  industry  more  carefully,  the  difficulties  facing  this 
sector  are  primarily  structural.  According  to  the  Financial  Times,  "The  U.S. 
automotive  parts  industry  is  in  the  throes  of  a  long  and  painful  consolidation  wave 
which  is  likely  to  eliminate  many  of  the  sector's  weaker  players  but  leave  the 
strongest  and  most  efficient  companies  significantly  more  profitable."  (June  28, 
1993)  Parts  companies'  problems  have  been  exacerbated  by  the  recession  which 
led  to  softer  auto  production  and  by  Ford's,  GM's,  and  Chrysler's  moves  to  cut  the 
number  of  their  suppliers,  concentrating  on  fewer,  long-term  relationships.  In  its 
survey  of  the  industry,  the  Financial  Times  reports  General  Motors  "has  caused  the 
biggest  upheaval  in  the  industry  over  the  past  year."  (June  28,  1993)  The  news- 
paper recounts  how  GM,  seeking  to  reduce  costs,  demanded  price  cuts  of  20 
percent  or  more  from  its  suppliers  in  return  for  longer-term  contracts.  Another 
problem  facing  the  industry,  according  to  Michael  Farren,  the  former  Commerce 
undersecretary  for  International  Trade,  is  that  the  higher  quality  of  cars  and  parts 
is  chilling  the  demand  for  replacement  parts.  While  AlAM  member  companies 
increase  their  purchasing  from  U.S.  suppliers,  these  structural  problems  will 
persist. 


Reclassification 

Finally,  the  Association  would  be  remiss  if  it  did  not  address  an  issue  whose 
improper  resolution  could  seriously  threaten  the  livelihoods  of  many  of  your 
constituents  -  that  is  reclassification  of  multi-purpose  passenger  vehicles  (MPV)  - 
many  people  forget  the  P  in  MPV  stands  for  passenger.  AIAM  believes  reclassifi- 
cation would  amount  to  seriously  misguided  policy.  In  fact,  the  United  States 
Court  of  International  Trade  was  asked  if  two-door  Nissan  Pathfinders  were 
designed  primarily  for  passenger  or  cargo  use.  In  her  ruling  on  this  case.  Judge 
Jane  Restani  found  that  "two-door  sports  utility  vehicles... [are]  motor  vehicles 
primarily  designed  for  the  transport  of  persons. "  (Marubeni  America  Corp.  v.  The 
United  States) 

By  reclassifying  MPVs,  the  Government  would  increase  the  prices  of  these  vehi- 
cles, both  foreign  and  domestic,  by  $1,300  to  $3,600,  according  to  the  Citizens  for 
a  Sound  Economy.    GM,  Ford,  and  Chrysler  will  not  stand  idly  by  and  not  raise 
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their  prices  if  MPVs  are  hit  with  a  25  percent  duty  as  the  result  of  reclassification. 
Take  a  look  at  what  is  going  on  as  AIAM  members  are  being  forced  to  raise  their 
prices  due  to  the  Yen's  surge;  mysteriously,  the  prices  of  GM.  Ford,  and  Chrysler 
are  creeping  up  as  well.  Thus,  in  reclassification,  what  the  government  would  be 
doing  is  raising  the  price  of  these  vehicles  upon  which  so  many  families  rely. 
MPVs  take  kids  to  soccer  and  dance  practice,  not  concrete  to  a  construction  site. 
I  do  not  think  this  Congress  wants  to  raise  taxes  on  the  Middle  Class  —  which  is 
what  reclassification  effectively  amounts  to. 

In  conclusion,  today's  auto  industry  is  global,  and  U.S.  policy  should  reflect  this 
new  dynamic.  International  auto  manufacturers  are  a  large  part  of  the  U.S.  auto 
industry  and  make  a  significant  contribution  to  this  economy.  Any  government 
action  that  restricts  access  to  the  U.S.  automotive  market  or  places  limits  on 
investment  opportunities  for  foreign-owned  auto  manufacturers  would  artificially 
and  arbitrarily  restrain  competition.  The  effects  of  such  restraints  on  competition 
are  well  known.  Workers  in  the  entire  automobile  industry  would  be  at  risk,  and 
consumers  would  be  faced  with  higher  prices  for  products  they  desire  —  if  in  fact 
such  products  remain  available.  To  the  400,000  Americans  whose  families  depend 
on  the  ability  of  international  automakers  to  design,  manufacture,  distribute,  sell, 
and  finance  motor  vehicles  in  the  United  States,  the  freedom  to  compete  is  critical. 
To  those  responsible  for  setting  government  policy,  this  freedom  —  which  is  the 
basis  of  a  strong  and  competitive  automotive  industry  —  fundamentally  depends  on 
the  firm  rejection  of  protectionism,  in  all  its  forms  and  guises. 

Thank  you  for  the  opportunity  to  present  AIAM's  views. 
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WASHINGTON  OFFICE 
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WILLIAM  C.  DUNCAN,  Ph.D. 

GENERAL  DIRECTOR 


July  19,  1993 


Ms.    Janice  Mays 

Chief  Counsel/Staff  Director 

House  Ways  and  Means  Committee 

1102  Longworth  House  Office  Building 

Washington  D.C.  20515-6348 

Dear  Ms.  Mays: 

As  General  Director  of  the  Japan  Automobile  Manufacturers  Association  (JAMA) , 
Washington  Office,  I  am  submitting  the  following  comment  and  attachment  for 
the  record  of  the  July  13  hearing  before  the  Subcommittee  on  Trade  of  the  House 
Ways  and  Means  Committee  on  the  subject  of  United  States-Japan  Trade, 
Commercial,  and  Economic  Relations. 

In  the  course  of  the  hearing  testimony,  certain  charges  were  made  by  the 
representative  of  the  Automotive  Parts  and  Accessories  Association  (APAA) 
regarding  the  Japan  Automobile  Manufacturers  Association's  efforts  to  assist  U.S. 
suppliers  in  developing  business  with  the  JAMA  member  companies,  who  are  the 
13  producers  of  motor  vehicles  and  motorcycles  in  Japan. 

Specifically,  the  charge  was  made  that  an  independent  Boston  Consulting  Group 
Study,  sponsored  by  the  Japan  Automobile  Manufacturers  Association,  which 
addresses  the  real  world  issue  concerning  process  technology  capability  was 
intended  to  serve  as  a  forewarning  "against  celebrating  additional  sales  gains  too 
soon."  Nothing  is  further  from  the  truth.  This  is  a  total  mis-representation  of 
both  substance  and  intent. 

Significant  progress  has  and  is  being  made.  In  1985  JAMA  member  companies 
purchased  1.7  billion  dollars  of  U.S.  sourced  parts.  JAMA  members  purchased 
13.6  billion  dollars  during  the  1992  fiscal  year  and  despite  a  recent  slump  in 
vehicle  sales,  the  individual  members  of  JAMA  are  making  substantial  efforts  to 
increase  significantly  the  additional  purchases  of  U.S.  auto  parts. 

JAMA  is  playing  an  important  facilitating  and  educational  role  in  this  process, 
which  requires  not  only  efforts  on  the  part  of  JAMA  member  companies  but  also 
changes  on  the  part  of  U.S.  suppliers  who  seek  to  meet  the  high  procurement 
standards  required  by  the  Japanese  vehicle  manufacturers  of  all  their  suppliers. 


This  fTHlerial  was  dicsomirated  by  the  Wastiinjton  Office  of  JAMA  iihKh  is  r<!gi5lered  with  the  D«p-jnmonl  of  Justic»,  ^'ashmjlon.  D  C.  under  Ihe 
Fori-.t-in  A^eirt  Registration  A',t  as  cr-  agc?nt  ot  ttia  Jjpan  Au'o.Tf  oile  [tSsnjfacturers  Association.  Inc.  cf  Tohyo,  jioan  lb><  n.jieiiai  is  filed  vtS 
the  Ocpartmen'  of  Justic;  wnere  f'e  rai'  ircd  'c^ist.ation  .^taf^ment  is  available  tor  pubtiL  inspection  Registration  does  not  indicate  approval  o» 
the  contents  ot  th.s  material  bv  ttie  United  State,  Govsi  nir.fnt 
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These  standards  and  practices,  which  are  recognized  world-wide  for  improving 
quality,  increasing  efficiency  and  lowering  costs,  are  increasingly  being  adopted 
by  other  manufacturers  as  well  in  both  the  U.S.  and  Europe.  Ask  any  US  auto 
parts  manufacturer  who  has  been  successful  in  selling  to  Japanese  vehicle 
manufacturers  and  he  will  tell  you  that  the  relationship  has  made  his  company  a 
better  supplier  to  all  of  his  customers.    This  is  a  known  and  often  stated  fact. 

JAMA  and  its  members  have  developed  close  working  relationships  with  those 
U.S.  auto  parts  manufacturers  who  are  dedicated  to  expanding  business  and 
interested  in  developing  specific  programs  to  encourage  this  process.  For 
example.  Director  level  procurement  executives  of  JAMA  member  companies 
meet  twice  a  year  with  chief  operating  officers  of  U.S.  supplier  companies.  This 
has  led  to  a  number  of  joint  projects  including  a  series  of  annual  "One-on-One" 
conferences  which  bring  together  some  300  executives  of  over  80  U.S.  parts 
manufacturers  and  some  200  executives  of  JAMA  member  companies  to  discuss 
business  expansion  opportunities  on  a  company-to-company  basis. 

As  part  of  this  process,  JAMA  has  issued  publications  or  undertaken  studies 
which  are  designed  to  lend  transparency  to  the  procurement  system  of  the  JAMA 
member  companies.  The  latest  of  these  publications,  which  was  referred  to  in  the 
hearing,  was  a  report  undertaken  for  JAMA  by  the  Boston  Consulting  Group, 
entitled:  "Context  of  U.S. -Japan  Automotive  Issues  and  Competitiveness  of 
Automobile-parts  Suppliers."  This  study  seeks  to  identify  those  practices  which 
characterize  a  successful  relationship  between  manufacturer  and  supplier. 
Constant  and  clo.se  communication  during  the  development  and  production 
process,  for  example,  is  one  of  the  key  aspects  identified  in  the  study.  BCG  calls 
this  the  "capabilities  based"  system.  This  report  was  intended  to  provide 
guidance  to  further  a  process  of  integration,  not  to  impede  that  process  as  was 
suggested  in  testimony. 

We  submit  the  attached  executive  summary  of  the  BCG  study  for  the  record  of 
the  July  13th  hearing.  This  study  was  released  at  an  auto  parts  seminar,  held  in 
Detroit  on  June  2nd  and  3rd  of  this  year.  The  seminar,  entitled  "Business 
Together:  Selling  U.S.  Auto  Parts  to  the  Japanese  Automotive  Industry,"  was 
sponsored  by  the  U.S.  Department  of  Commerce  in  cooperation  with  Japan's 
Ministry  of  International  Trade  and  Industry.  JAMA  and  its  Washington  DC 
office  played  a  key  role  in  bringing  top  level  executives  from  JAMA  member 
companies  to  make  presentations  to  some  300  supplier  participants  who  attended 
the  .seminar.  Representatives  from  the  Japan  Auto  Parts  Industry  Association 
made  presentations  as  well.  The  seminar  was  well  received  and  JAMA  and  its 
Washington  office  were  complimented  by  both  the  U.S.  Department  of  Commerce 
and  U.S.  industry  for  the  quality  of  the  presentations  and  for  assisting  in 
facilitating  the  seminar. 
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It  is  surprising  and  indeed  a  bit  discouraging  to  find  that  these  efforts  should  be 
publicly  castigated  before  one  of  the  most  honorable  and  influential  policy-making 
bodies  in  the  U.S.  Government.  At  JAMA  we  have  been  focusing  our  efforts 
where  it  makes  the  most  practical  sense  to  do  so  and  that  is  developing  business 
opportunities  between  JAMA  member  companies  and  U.S.  suppliers.  We  are 
committed  to  this  process. 

We  would  also  call  the  Committee's  attention  to  APAA's  repeated  reference  to 
"JAMA's  current  26%  U.S.  (ownership)  sourcing  figure."  JAMA  has  never 
reported  such  a  figure  and  to  attribute  it  to  this  association  is  but  another 
fabrication.  To  our  knowledge,  given  the  complex  international  relationships 
between  and  among  auto  and  auto  parts  companies  in  today's  global  environment, 
data  on  purchases  cannot  effectively  be  collected  on  the  basis  of  ownership. 

Where  this  leaves  the  auto  parts  trade  deficit  with  Japan,  which  relates  to 
decisions  made  not  only  by  JAMA  member  companies,  but  also  by  the  big  three 
U.S.  vehicle  manufacturers  and  some  U.S.  aftermarket  parts  suppliers  as  well, 
is  a  broader  issue.  However,  it  is  interesting  to  note  that  the  trends  discussed 
above  are  beginning  to  be  recognized  even  by  groups  who  only  two  years  ago 
were  forecasting  the  trade  deficit  in  auto  parts  to  double  to  22  billion  dollars  by 
1994.  More  recent  updates  of  this  forecast  put  the  deficit  in  the  range  of 
8.8-10.6  billion  dollars. 

The  extraordinary  economic  and  structural  changes  that  have  and  are  taking  place 
in  the  auto  parts  industry  present  challenges  to  all  participants  on  both  sides  of 
the  Pacific.  JAMA  for  its  part  will  continue  to  seek  ways  to  play  a  significant 
role  in  addressing  these  challenges  on  the  basis  of  fact.  All  we  ask  is  that  others 
do  likewise. 

We  appreciate  the  Committee's  attention  and  consideration. 

Sincerely  Yours, 


William  C.  Duncjrfi,  Ph.D. 
General  Directq 

Attachments 
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Context  of  U.S.- Japan  Automotive  Issues  and 
Competitiveness  of  Automobile-parts  Suppliers 

(Summary) 


March  1993 


The  Boston  Consulting  Group 
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•  Overcoming  Hurdles  to  Expanded  Japanese  Procurement  of  U.S.  Auto  Parts 

The  following  is  an  overview  of  a  competitiveness  study  of  U.S.  and  Japanese  automobile- 
parts  suppliers.  The  study  was  conducted  by  the  Tokyo  office  of  The  Boston  Consulting  Group 
from  July  to  September  1992,  following  a  request  from  the  Japan  Automobile  Manufacturers 
Association  (JAMA),  and  included  interviews  with  121  individuals  at  56  automakers  and  parts 
suppliers  in  the  U.S.  and  Japan. 

Japanese  automakers  and  U.S.  parts  suppliers  have  long  enjoyed  good  relations  and 
have  undertaken  a  variety  of  efforts  ain-ied  at  expanding  opportunities  for  business  with  one 
another.  The  present  study  was  undertaken  to  find  ways  of  making  these  mutual  efforts  more 
effective. 

We  approached  our  competitiveness  study  by  devoting  much  of  our  effort  to  understand- 
ing the  reasons  for  the  success  and  failure  of  individual  business  relationships  between 
automakers  and  parts  suppliers.  Furthermore,  given  the  limited  amount  of  time  for  our  study  and 
the  need  to  maximize  our  contribution  to  the  ongoing  automotive  debate,  we  concentrated  on 
establishing  an  objective  framework  in  which  further  study  can  be  carried  out  rather  than  coming 
to  a  conclusion  based  on  existing  quantitative  data.  In  other  words,  we  decided  not  to  delve  into 
such  quantitative  facets  of  competitiveness  as  cost,  quality,  and  delivery,  instead  aiming  to 
discover  the  reasons  for  the  success  and  failure  of  many  U.S.  and  Japanese  parts  suppliers 
whose  cost,  quality,  and  delivery  were  said  not  to  differ  very  much. 

As  a  result,  we  have  reached  the  conclusion  that  there  indeed  exists  a  major  "capabilities" 
difference  between  suppliers  who  succeed  and  those  who  do  not.  Detailed  explanations  with 
respect  to  various  capabilities  are  provided  incur  report,  and  this  overview  will  briefly  summarize 
the  consequences  which  a  lack  of  these  capabilities  often  leads  to. 
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In  our  competitiveness  study,  we  clarified  the  context  of  U.S. -Japan  automotive  issues 
from  an  objective  viewpoint,  described  the  common  features  of  successful  manufacturer-supplier 
relationships  and  termed  this  new  development/manufacturing  method  the  "capabilities-based 
system."  We  then  assessed  the  competitiveness  of  U.S.  and  Japanese  parts  suppliers  based 
on  their  ability  to  adapt  to  capabilities-based  systems,  thus  paving  the  way  for  more  accurate 
understanding  of  automotive  debate  and  for  its  swift  resolution. 

Our  findings  can  be  summarized  as  follows.  First  we  verified  the  fairness  of  the  purchasing 
practices  of  Japanese  transplants  in  the  U.S.  To  support  our  conclusion  that  transplants  did  not 
unfairly  discriminate  against  traditional  suppliers,  we  classified  the  hurdles  between  parts 
suppliers  and  transplants  into  three  broad  categories,  which  are  shown  in  Figure  1 .  We  selected 
the  three  categories  to  separate  the  requirements  based  on  suppliers'  competitiveness  from 
those  based  on  unrelated  factors.  Among  the  three  groups,  the  first  involves  what  we  have 
termed  "accessibility  hurdles."  At  this  point,  difficulties  lie  in  securing  enough  time  and  proper 
presentation  opportunities  from  automobile  manufacturers'  contact  people.  The  second  group 
of  hurdles  represents  the  initial  trust-building  and  mutual-needs  recognition  process  linking  parts 
suppliers  and  automakers,  necessary  at  the  beginning  of  any  new  business  relationship. 
Suppliers  must  thoroughly  understand  and  prioritize  the  specifications  and  expectations  of 
automakers  while  the  automakers  must  understand  the  suppliers'  ability  to  meet  their  needs.  We 
have  termed  this  second  group  of  hurdles  "initial  entry  hurdles." 

These  first  two  groups  of  hurdles  are  unrelated  to  parts  suppliers'  competitiveness,  at  least 
in  the  strict  sense  of  the  word.  The  third  and  last  group  of  hurdles  are  those  related  to  parts 
suppliers'  ability  to  actually  participate  in  and  successfully  contribute  to  automakers'  "design-in" 
process.  The  suppliers  must  be  on  the  automakers'  list  of  "potential  suppliers."  These  hurdles 
involve  a  parts  supplier's  ability  to  flexibly  provide  engineering  know-how  while  absorbing  the 
automakers'  expertise  during  the  development  process,  which  includes  design  and  prototype 
development.  The  greater  this  ability,  the  higher  the  probability  that  the  parts  supplier  will 
eventually  win  contracts  from  the  automakers.  We  have  termed  this  group  of  hurdles  the 
"competitiveness  gap." 
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Accessibility  hurdles  have  been  substantially  lowered  in  the  last  five  years,  partially  as  a 
result  of  U.S. -Japan  trade  talks  (Figure  2).  Of  course,  the  geographical  disadvantages  of 
traditional  suppliers  still  remain,  and  further  efforts  on  the  part  of  transplants  to  localize  their  R&D 
bases  and  expand  their  purchasing  staff  are  needed. 

Initial  entry  hurdles  always  exist  regardless  of  national  origin  and  industry;  they  are 
unrelated  to  competitiveness.  Some  companies  make  the  choice  not  to  overcome  these  hurdles 
because,  given  their  particular  business  environments,  satisfying  the  specifications  of  their 
potential  customers  does  not  make  economic  sense.  Initial  entry  hurdles  should  be  overcome 
through  the  efforts  of  individual  suppliers.  Industry  organizations  such  as  the  JAMA  and  (\/lotor 
and  Equipment  Manufacturers  Association  (MEMA)  can  extend  a  helping  hand  to  struggling 
traditional  suppliers  by  familiarizing  them  with  past  success  stories  and  providing  other  sorts  of 
assistance,  such  as  guidelines,  advice,  and  so  forth. 

Having  thus  delineated  the  kinds  of  hurdles  parts  suppliers  face,  we  carefully  examined 
the  third  type — the  competitiveness  gap  these  companies.  The  ability  to  overcome  the  competi- 
tiveness gap  cannot  be  measured  by  such  quantitative  criteria  as  cost,  quality,  and  delivery.  The 
rationale  is  that  there  must  be  some  other  competitive  factor  determining  the  divergence  in 
performance  of  various  parts  suppliers,  since  differences  in  these  capabilities  of  most  suppliers, 
U.S.  and  Japanese  alike,  are  said  to  be  rapidly  disappearing.  The  most  crucial  conclusion  of  this 
report  is  that  the  success  and  failure  of  individual  suppliers  is  based  on  their  "capabilities"  to 
interface  their  strengths  and  automakers'  needs.  Therefore  the  argument  below  summarizes  this 
conclusion. 

It  is  fair  to  say  that  the  competitiveness  of  automobile-parts  suppliers,  as  it  is  universally 
defined,  should  be  measured  by  their  contribution  to  automobile  manufacturers'  value  chains. 
Suppliers  have  the  greatest  scope  for  contribution  when  they  develop  new  parts  for  new  or 
redesigned  models.  Particularly  today,  when  automobiles  have  become  mature  products,  their 
appeal  largely  determined  by  design  and  advanced  technology,  more  and  more  creativity  is  being 
demanded  in  automobile  parts.  Therefore,  the  competitiveness  of  parts  suppliers  in  terms  of  their 
creative  contribution  at  the  product  development  stage  is  significant. 
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In  our  study  of  U.S.  and  Japanese  autonnobile-parts  suppliers,  we  set  out  to  determine  the 
best  method  for  developing  technologically  advanced  industrial  products,  most  notably  automo- 
biles, under  time  constraints.  What  we  have  termed  the  "capabilities-based  system"  is,  simply 
put,  a  development  process  by  which  specialists  synthesize  their  distinct  capabilities  and 
supplement  each  other's  shortcomings  under  the  guidance  of  a  team  leader.  Its  main  aim  is 
twofold.  It  seeks  to  extract  and  utilize  the  capabilities  of  each  team  member  to  the  full.  At  the  same 
time,  it  aims  to  add  value  by  integrating  the  diverse  capabilities  of  the  team.  In  other  words,  a 
capabilities-based  system  aims  to  generate  positive-sum  results  in  the  development  of  automo- 
biles. 

One  of  the  conclusions  of  our  study  is  that  Japanese  automakers  and  their  parts  suppliers 
have  successfully  adopted  capabilities-based  systems  as  their  standard  development  method 
and  that  the  development  methods  require  a  new  set  of  capabilities  on  the  part  of  components 
suppliers.  The  rest  of  this  overview  will  elaborate  on  the  prominent  features  of  capabilities-based 
systems  in  detail. 

In  the  development  of  a  new  automobile,  a  product  development  manager  from  the 
automaker  corresponds  to  the  team  leader  in  a  capabilities-based  system.  Supporting  the 
development  manager  are  various  functional  specialists  who  constitute  the  project  team.  It  is 
important  to  note  that  these  specialists  come  not  only  from  the  automaker  but  also  from  a  variety 
of  suppliers  of  parts  ranging  from  electronics  to  brakes  to  the  chassis. 

The  team  leader  need  not  create  everything — quite  the  contrary.  For  example,  a  supplier 
of  brake-related  components  is  expected  to  propose  ideas  on  how  to  further  miniaturize  current 
products;  a  supplier  of  electronic  components  ideas  on  how  to  improve  the  exterior  appearance; 
and  a  supplier  of  chassis  components  ideas  on  how  to  contribute  to  assembly  productivity  during 
mass  production.  Of  course,  the  team  leader  injects  his  or  her  own  ideas  into  team  discussions 
as  well.  The  basic  concepts  of  the  new  model  are  thus  formulated  by  exploiting  the  team's 
capabilities  to  the  full  while  maintaining  total  balance  in  the  final  output.  The  capabilities-based 
system  differs  from  a  simple  division  of  labor  in  that  the  former  requires  parts  suppliers  to  actively 
participate  in  the  development  process  rather  than  simply  receive  orders  from  the  automaker. 
Historically,  the  development  and  manufacture  of  industrial  products  have  shifted  from 
generalists  to  specialists.  What  we  call  the  capabilities-based  system  takes  this  trend  a  step 
further. 
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Automobiles  are  designed  and  developed  by  integrating  a  wide  variety  of  precision  parts 
such  as  engines,  transnnissions,  brake-related  products,  and  electronic  components.  Therefore, 
capabilities-based  systems  are  quite  suitable  for  developing  automobiles,  especially  today,  when 
both  creativity  in  individual  components  and  the  total  balance  of  the  final  product  are  increasingly 
determining  the  success  or  failure  of  many  models.  Figure  3  shows  the  requirements  of  the 
capabilities-based  system. 

Our  study  has  revealed  that  many  traditional  suppliers  still  have  room  for  improvement  in 
terms  of  their  abilities  to  produce  output  on  time  throughout  product  development  and  to  introduce 
appropriate  know-how  at  the  right  time.  Details  with  respect  to  traditional  suppliers'  ability  to 
adapt  to  capabilities-based  systems  can  be  found  in  our  report.  During  our  three-month  study, 
we  encountered  many  instances  in  which  traditional  suppliers'  inability  to  meet  deadlines  in 
product  development  had  resulted  in  the  delay  or  suspension  of  entire  development  schedules. 
Figure  4  cites  a  number  of  such  instances. 

For  example.  Supplier  A  failed  to  developaburglaralarm  on  time.  Thesupplierdiscovered 
a  functional  failure  shortly  before  the  scheduled  delivery  of  the  product.  The  failure  was  found 
in  a  customized  integrated  circuit  out-sourced  from  an  IC  maker  and  was  caused  by  an 
algorithmic  error.  Few  Japanese  automakers  would  blame  only  the  IC  maker  for  the  delay  in 
similar  situations — most  would  likely  place  the  blame  at  least  partially  on  the  parts  supplier,  who 
could  have  discovered  and  removed  the  algorithmic  error  at  the  design  or  prototype-development 
stages  of  the  customized  IC.  In  fact,  it  is  assumed  to  be  automobile-parts  suppliers'  responsibility 
to  work  with  second-  or  third-tier  suppliers  to  ensure  prompt  and  high-quality  output.  In  the  case 
above,  therefore,  many  Japanese  automakers  would  blame  the  Supplier  A  for  lack  of  guidance 
and  supervision,  rather  than  the  IC  maker  that  made  the  error.  The  parts  supplier  failed  to 
guarantee  sub-parts  assembly. 

Problems  similar  to  those  described  in  Figure  4  have  seldom  been  experienced  by 
Japanese  parts  suppliers  in  the  past.  The  fact  that  we  have  encountered  so  many  cases  of  friction 
in  supplier  relationships  involving  U.S.  traditional  suppliers  has  led  us  to  conclude  that  there 
exists  a  considerable  gap  between  many  U.S.  and  Japanese  parts  suppliers  in  terms  of  their 
ability  to  guarantee  prompt  delivery  of  their  products  throughout  product  development. 
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Strictly  speaking,  adapting  to  capabilities-based  systems  should  be  the  task  of  individual 
traditional  suppliers.  However,  considering  the  political  urgency  of  reducing  the  trade  imbalance 
in  automobile  parts  and  the  fact  that  only  a  handful  of  traditional  suppliers  have  thus  far  managed 
to  fully  take  advantage  of  capabilities-based  systems,  it  may  be  advisable  for  various  industry 
organizations  and  transplants  themselves  to  assist  U.S.  traditional  suppliers  in  adapting  to  the 
new  development  and  manufacturing  paradigm  in  the  automotive  industry.  The  first  step  may  be 
to  establish  common  recognition  and  understanding  of  obstacles  facing  many  traditional 
suppliers  in  an  objective  framework. 

In  terms  of  capabilities,  many  of  the  U.S.  automobile-parts  suppliers  surveyed  in  our  study 
still  have  room  for  improvement.  However,  a  number  of  U.S.  companies  have  realized  the 
importance  of  capabilities,  and  several  success  stories  already  exist.  At  the  moment,  transform- 
ing themselves  into  capabilities-driven  enterprises  seems  like  one  of  the  surest  ways  for  U.S. 
traditional  suppliers  to  open  doors  to  new  business  opportunities. 

It  is  worth  repeating  that  one  of  the  most  desirable  solutions  to  U.S. -Japan  automotive 
problems  is  to  raise  the  competitiveness  of  local  parts  suppliers  and  encourage  them  to  out- 
source locally  from  second-  and  third-tier  suppliers.  All  local  suppliers  able  and  willing  to 
contribute  to  the  resolution  of  a  major  U  .S. -Japan  concern  should  be  welcome  regardless  of  their 
national  origin.  At  the  same  time,  protecting  U.S.  traditional  suppliers  without  raising  their 
competitiveness  will  only  worsen  the  already  problematic  situation. 

As  stated  at  the  beginning  of  this  summary,  a  large  portion  of  our  study  has  been  devoted 
to  grasping  the  emerging  development  and  manufacturing  paradigm  in  the  automotive  industry. 
To  formulate  a  comprehensive  public  policy  with  respect  to  the  U.S. -Japan  automotive  trade 
imbalance  based  on  the  framework  established  in  our  report,  further  study  is  needed,  especially 
if  the  policy  is  to  convince  automotive  producers  as  well  as  hundreds  of  millions  of  consumers 
in  the  two  countries. 


178 


J  ■ 

c 

ra 

o 

c 
o 

Q) 

c 

X3 

Q. 

ra 

Q. 

3 
CO 

1- 

CO 

o 

D) 

C 

>« 

'k. 

CO  ^ 

efore 
anspl 

o  i. 

O    3 

CD    - 

</)    _ 

^~ 

>J  sz 

0)  .ti 

■■5.5 

Q.  <n 

3    Q- 

c/)  Z 

—    (/) 

*— ' 

£  ^ 

■—>    cz 

TO  T3 

"D    "o) 

2   CE 

£i 

1-    w 

O)  w 

c\i 

c   S^ 

.—    c 

O   •-: 

TO     « 

V) 
V) 

V 

o 

c 

0) 

> 

I 

.tt 

o 

Q. 

E    Q. 

*" 

O    TO 

s> 

CJC5 

O) 


-7- 


179 


0)  ^-^ 

^     V) 

CO     >- 

c  <u 
c:  jsc 

O    ra 

3    E 

<  2 

0)     3 

(/)  < 

<D 

c  0) 
CO  > 
Q-UL 

(0  I— 

It  CO 
D)  (/) 

E      H- 

"(0    o 

3       ^ 

D.    CM 

CD 


n 

►"^ 

ra 

CO 

c 

3 

CO 

c 

c 

CO 

n> 

Q. 

CO 

c 

-3 

CM    CM 

0)  CO 
il  cn 

O)  ^^ 
Li. 


180 


E 

>« 

CO 

O 
V) 

CO 

CD 

V) 

G) 


CO 

Q. 

CO 

O 

o 


c 

(n 

E 

i- 

fl) 

3 

w 

CT 

>^ 

CD 

(D 

(T 

•o 

CO 

Q) 

J:^ 

C/) 

tf) 

ro 

CO 

,n 

h- 

</) 

•D 

a> 

c 

CO 

•^ 

C/5 

X2 

o 

CO 

'z; 

a 

~ 

03 

J3 

o 

< 

lO 

c 

H— 

«^. 

o 

0 

CJ 

c 

CO 

c 

cu  -Q 

o 

."2  10 

CO 

T3    O 

o 

c  -^ 

c 

CO    o 

Z3 

F. 

5S  o 

Crt 

E 
o 

o 
TJ 

n 

^  —' 

CO 

D.  < 

n 

D 

a 

S 

CO 

T3 

0 

(U    Crt 

i2ol 

a.=  -o 

(DUO 

o   3   i; 

c  w  Q. 

O  .      o 

o  cfl  is 

,    »-  c 

o  cu  •- 

"55  -J^  crt 

CO  5  ™ 

J2  E  <i> 

„         T3 

T3 

C    O  •- 

■D 

■o 

CO 

ting 
g  au 
ming 

CO    c    >- 

o 

Q.--    O 

3 

>>H- 

o  "t;  <« 

"co 

■^.f>  c 

> 

»-  —    m 

CO    CO    2 

OJ 

0.  (/)  H 

SI 

Q) 

*         *         * 

ir 

CO 

q3 

F 

nts 

eeds 

tages 

Q) 

o  c  w 

E 
E 

CO 

Si  c  g 

'5  ?E 

a) 

CT  ^   Q- 

(u  ra  o 

CO 
CO 

J_  ^  — 

a,  o  0 

CO 

E  °  <D 

~ 

D)  C    c 

^ 

c  -^  o 

^    Q.  i- 

CO 

Q>  ro  0) 

c 

o  "D  «t: 

o 

a 

CO 

2  <^ 

.    . 

CD 

DC 

Q. 
CO 
■D 
< 
O 

T3 
<U 

^ 

O" 
CU 

cc 

V) 
CO 

O 


CO 

en 


en 

CO 

0) 

D) 
O 


O 

JD 

CO 

C  -J 

•D    O 

■5.2 

C"  </5 

CU  •> 

^    Q) 

CO   _ 

CD    CO 

'^  o 

't=.  'sz 

Si    O 

<  ^ 

Q) 

X 


C 

0) 

E 

CL 

o  c 

^ 

C    O)    o 

cu 

en  >  •— 

> 

•J^    0)    o 

m  ^  ^ 

cu 

edd 
type 
prod 

■D 

>^ 

cu 

Detai 
Proto 
mass 

CO 

CO 

cr 

cu 

^rf 

Q. 

•       • 

CO 

X 

o 

LU 

O 

-9- 


181 


o 

'V) 

c 

0) 

CL 

(A 

3 

0) 

■a 

c 

CO 

m 

*•• 

3 

a. 

3 

o 

c 

H_ 

0) 

o 

E 

o. 
o 

_> 

Q) 

> 

"cS 

<u 

Q 

Q 

■D 

o 

3 
T3 

O 

0) 

Q 

qI 

H— 

H— 

O 

O 

(/) 

0) 

Q. 

E 

(0 

X 

UJ 

u  o  o 

■D  o  "5- 

(1)  ><  i:  D. 

•p  S  I*  w 

E  £>  ^  8 

D.  ■ 


"St 

3 


—  O     Q. 

-  "  3 
O    D.   '" 

^^    Si 

o  ^  c 
3  ro  ra 
■C    <D    CL 

£  oi? 

t^  O   ro 


t:    ro  2 
2   c    a, 

ro    3  x: 


r  T3  ii   o   ra 


-   E  3  -   " 

Q.  .-=  ^  ri  3 

(/!     E  ■=  °^ 

ra   3  c  £   o 

Q.  (rt  O  Q.  — 


t   t  ^  ■?   J'   o         ^ 


U.   U.    Q.  U)  J3  X3 


BE 

■C   'w   T3 

3    ™ 

m  ro 

c; 

Is 

i2 

I  s  8 

Q.  00  g 

2   ro    ro 

ro|l 


I  2  8 


93 


0) 

0) 

3 

Q. 

C 

>» 

o 

C 

o 

2 

u 

a. 

o 

o> 

X) 

c 

(U 

^ 

c 

1 

o 

^ 

0) 

3 

Q 

(/) 

.2    1>  T3    0) 
—     Q.  CL 


■5  i- 


Z    O    o    o 

.^  £  ^  £ 

LL    CLCO    Q. 


<1>    <Q 


10 


182 


NATIONAL     FOREIGN     TRADE     COUNCIL,     INC 

1625  K  STREET,   N.W.,  WASHINGTON,   DC  20006 


July    20,    1993 


The  Honorable  Sam  M.  Gibbons 

Chairman 

Subcommittee  on  Trade 

Committee  on  Ways  and  Means 

U.S.  House  of  Representatives 

1102  Longworth  House  Office  Building 

Washington,  DC   20515 

Dear  Chairman  Gibbons: 

The  National  Foreign  Trade  Council,  Inc.  (NFTC)  appreciates 
the  opportunity  to  submit  comments  on  initiatives  to  improve  the 
economic  relationship  between  the  U.S.  and  Japan  and  to  reduce 
existing  tensions  between  the  two  countries  on  economic  matters  of 
importance  to  the  NFTC  membership. 

The  NFTC  is  a  trade  organization  with  some  500  members, 
founded  in  1914.  Its  membership  consists  primarily  of  U.S. 
corporations  engaged  in  all  aspects  of  international  business, 
trade,  and  investment.  The  NFTC's  emphasis  is  to  encourage 
policies  that  will  expand  U.S.  exports  and  enhance  the 
competitiveness  of  U.S.  companies  by  eliminating  major  tax  and 
trade  inequities  in  the  treatment  of  U.S.  companies  conducting 
business  abroad. 

The  NFTC  would  recommend  that  the  U.S.  adopt  the  following 
initiatives  as  a  means  of  removing  structural  impediments  that 
either  deny  U.S.  companies  access  to  Japanese  markets  or  prevent 
U.S.  companies  from  competing  for  a  larger  share  of  the  Japanese 
market. 

Proposal.  The  NFTC  urges  the  U.S.  to  pursue  a  renegotiation 
of  the  existing  income  tax  treaty  between  the  U.S.  and  Japan  to 
reduce  the  withholding  rates  from  10  to  5  percent, respectively,  on 
royalty  payments  and  on  most  intercorporate  dividend  distributions. 

Rationale  for  the  Proposal.  The  following  reasons  support  a 
reduction  of  the  withholding  rates  on  dividends  and  royalty 
payments  as  part  of  a  renegotiation  of  the  existing  U.S. /Japan 
Income  Tax  Treaty. 
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1.  Reduction  of  Withholding  Rates  on  Royalty  Payments  and 
Intercorporate  Dividends  will  Allow  U.S.  Companies  More  Effectively 
to  Compete  with  Japanese  Companies  in  their  own  Markets.  The  NFTC 
strongly  believes  that  a  reduction  in  withholding  rates  from  10  to 
5  percent  on  royalty  payments  and  on  most  intercorporate  dividend 
distributions  will  allow  U.S.  companies  more  effectively  to  compete 
with  their  Japanese  counterparts  in  the  Japanese  marketplace. 
Since  Japanese  companies  do  not  feel  the  impact  of  the  10  percent 
withholding  rate  on  dividends  and  royalty  payments,  they  are  able 
to  attract  capital  more  efficiently  than  U.S.  companies  and  can 
underprice  their  products  in  Japan  relative  to  U.S.  companies. 

NFTC  member  companies  are  in  complete  agreement  that  a  key 
element  of  Japanese  business  success  in  the  global  economy  is  their 
ability  to  dominate  Japanese  markets.  By  maximizing  profits  in  the 
Japanese  economy,  Japanese  companies  can  subsidize  both  their 
expansion  in  the  U.S.  market  and  their  penetration  of  new  markets 
abroad.  A  reduction  of  the  withholding  rates  on  royalty  payments 
and  on  most  intercorporate  dividend  distributions  would  ameliorate 
a  structural  impediment  to  the  expansion  of  U.S.  business  activity 
in  Japan. 

2 .  Reduction  of  Withholding  Rates  on  Royalty  Payments  and 
Dividend  Distributions  Would  Move  the  U. S. /Japanese  Income  Tax 
Treaty  Closer  to  U.S.  Policy  as  Reflected  in  the  U.S.  Model  Income 
Tax  Treaty.  The  U.S. /Japan  Income  Tax  Treaty  provides  for 
withholding  rates  on  royalty  payments  and  intercorporate  dividend 
distributions  of  10  percent.  The  recently  withdrawn  U.S.  Model 
Income  Tax  Treaty  provides  for  an  exemption  from  withholding  on 
royalty  payments  and  a  maximum  rate  of  5  percent  on  most 
intercorporate  dividend  distributions.  (See  Article  12 
(1) /Royalties;  Article  10  (2) (a) /Dividends) .  While  the  U.S.  Model 
Income  Tax  Treaty  just  alluded  to  is  no  longer  in  effect,  there  is 
no  reason  to  believe  that  a  newly  issued  Model  Income  Tax  Treaty 
will  increase  the  withholding  rates  on  either  royalty  payments  or 
intercorporate  dividend  distributions. 

Historically,  U.S.  tax  treaty  policy  has  favored  residence 
based  taxation,  which  means  either  an  exemption  from  withholding  or 
lower  withholding  rates  depending  on  the  category  of  income 
involved.  The  rationale  for  residence  based  taxation  is  to  reduce 
or  eliminate  double  taxation  and  to  promote  the  free  flow  of 
capital  between  treaty  partners  by  eliminating  tax  barriers. 
Reduction  of  the  withholding  rates  on  royalty  payments  and  on 
intercorporate  dividend  distribution  clearly  would  reduce  the 
incidence  of  double  taxation  on  income  earned  by  U.S.  companies  in 
Japan  and  would  promote  their  competitiveness  in  Japanese  markets. 
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3 .  Reduction  of  Withholding  Rates  on  Royalty  Payments  and  on 
Most  Intercorporate  Dividend  Distributions  Would  Encourage  Direct 
Japanese  Inyestment  in  the  U.S.  A  reduction  of  the  withholding 
rates  from  10  to  5  percent  on  royalty  payments  and  on  most 
intercorporate  dividend  distributions  would  promote  increased 
direct  investment  by  Japanese  companies  in  the  U.S.  This 
development  would  lead  to  greater  capital  investment  and  increased 
employment  for  the  U.S.  economy.  Moreover,  it  is  quite  probable 
that  U.S.  revenues  derived  from  withholding  tax  collections  would 
increase  on  royalty  payments  and  dividend  distributions  from 
Japanese  subsidiaries  in  the  U.S.,  due  to  the  incentive  of  lower 
withholding  rates. 

For  the  foregoing  reasons,  the  NFTC  urges  the  renegotiation  of 
the  existing  U.S. /Japan  Income  Tax  Treaty  to  reduce  withholding 
rates  from  10  to  5  percent  on  royalty  payments  and  on  most 
intercorporate  dividend  distributions. 

The  NFTC  appreciates  the  opportunity  to  submit  comments  on  tax 
and  trade  initiatives  that  could  improve  the  economic  ties  between 
Japan  and  the  U.S.  We  would  be  delighted  to  answer  any  questions 
that  you  might  have. 


Very  truly  yours, 

Robert  H.  Green 

Vice  President/Tax  Policy 
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STATEMENT  OF 
NISSAN  NORTH  AMERICA,  INC. 

TO  THE 

SUBCOMMITTEE  ON  TRADE 

COMMITTEE  ON  WAYS  AND  MEANS 

U.S.  HOUSE  OF  REPRESENTATIVES 

U.S.-JAPAN  ECONOMIC  RELATIONS 

JULY  19,  1993 


INTRODUCTION 

Nissan  North  America,  Inc.  is  a  wholly-owned  subsidiary  of  Nissan  Motor 
Company,  Ltd.  of  Japan,  the  world's  5th  largest  producer  of  motor  vehicles.  We  submit 
this  statement  for  the  hearing  record  for  ourselves  and  on  behalf  of  three  other  Nissan 
companies  (hereafter  "Nissan")  doing  business  in  the  United  States:  Nissan  Motor 
Manufacturing  Corporation  U.S.A..  Nissan  Motor  Corporation  in  U.S.A.,  and  Nissan 
Research  and  Development.  Inc. 

Nissan  Motor  Manufacturing  Corporation  U.S.A.  (NMMC),  located  in  Smyrna, 
Tennessee,  builds  Nis.san  passenger  cars  and  pick-up  trucks  for  customers  in  the  United 
States  and  Canada.  NMMC  celebrated  its  10th  anniversary  of  "JOB  1"  —  the  first 
vehicle  the  company  made  to  be  offered  for  .sale  —  last  month.  The  company  makes 
three  models;  the  Altima  mid-size  family  sedan,  the  compact  Sentra,  and  the  Nissan  pick- 
up truck.  NMMC  also  supplies  stampings  and  engines  to  Ford  Motor  Company  for  the 
Nissan-designed  compact  family  van  that  Ford  assembles  in  Ohio  and  that  both  Nissan 
(as  the  Ni.ssan  Quest)  and  Ford  (as  the  Mercury  Villager)  sell.  NMMC's  production 
capacity  stands  at  45(),()0()  units  and  the  company  employs  nearly  6,()()()  people.  Capital 
investment  in  NMMC's  Tennessee  manufacturing  operations  now  stands  at  5)1.35  billion. 

Nissan  Motor  Corporation  in  U.S.A.  (NMC),  located  in  Carson,  California,  is  the 
distributor  in  the  continental  United  States  of  new  Nissan  motor  vehicles  built  in  the 
United  States  as  well  as  in  Japan.  NMC  currently  employs  some  2,290  people.  The 
approximately  1,200  dealers  who  sell  Nissan  vehicles,  AO  percent  of  which  are  now  built 
in  the  United  States,  employ  over  50,000  more. 

Nissan  Research  and  Development,  Inc.  (NRD),  located  in  Farmington  Hills. 
Michigan,  is  Nissan's  American  engineering  arm.  NRD  operates  an  .liSO  million  technical 
center  whose  mission  is  to  design  Nissan  vehicles  for  the  American  market  and  to  work 
with  American  suppliers  of  automotive  parts  and  components  to  bring  them  into  Nissan's 
product  development  system.  NRD  currently  employs  approximately  450  workers 
nationwide. 

TTiis  profile  is  clear  evidence  that  Nissan  is  committed  to  making  itself  into  a 
fully  integrated  U.S.  motor  vehicle  manufacturer  and  that  we  are  well  on  our  way  to 
achieving  that  objective.  Through  our  closely  integrated  design,  R&D,  manufacturing, 
importing,  marketing,  and  sales  operations,  Ni.ssan  is  making  a  significant  contribution  to 
the  U.S.  economy  that  will  continue  to  grow  over  time  as  Nissan's  American  roots  grow 
deeper  and  wider. 
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U.S.-JAPAN  TRADE  RELATIONS  AND  NISSAN 

The  Subcomminee's  hearing  notice  invited  comment  upon  four  factors  it 
identified  as  sources  of  friction  in  the  U.S. -Japan  trade  relationship;  Japan's  large 
merchandise  trade  surplus  with  the  United  States;  barriers  to  market  access  in  Japan; 
Japanese  imports  into  the  United  States  in  key  sectors;  and  allegations  that  Japanese- 
owned  companies  in  the  United  States  engage  in  anti-competitive  practices.  The 
automotive  sector  has  been  cited  in  the  media  and  elsewhere  as  an  element  m  each  of 
these  issues.  The  imbalance  in  bilateral  trade  in  autos  and  auto  parts  accounts  for  a  large 
portion  of  Japan's  trade  surplus  with  the  United  States.  The  Subcomminee's  hearing 
notice  it.self  identifies  Japanese  auto  imports  as  a  "problem "  and  further  identities 
"sectoral  barriers"  in  Japan's  auto  and  auto  parts  sectors  as  a  source  of  difficulty.  Finally, 
the  purchasing  practices  of  Japanese-owned  automotive  manufacturers  in  the  United 
States  are  alleged  to  be  unfair. 

Nissan  has  an  obvious  stake  in  each  of  these  issues.  'We  are  an  American 
manufacturer,  importer,  and  distributor  of  Nis.san  motor  vehicles,  and  a  wholly-owned 
subsidiary  of  a  Japanese  parent  company.  We  do  not  hold  ourselves  out  as  experts  either 
on  international  finance  or  the  Japanese  market.  We  do.  however,  have  insights  to  offer 
the  Subcommittee  on  each  of  the  issues  it  has  identified  and  we  appreciate  the 
opportunity  to  present  them.  Before  addressing  those  issues,  however,  we  want  to  place 
them  in  the  context  of  competition  in  the  automotive  industry  and  its  role  in  U.S. -Japan 
economic  relations. 

Nissan,  and  the  other  "new  entrant"  automotive  manufacturers  in  the  United 
States  are  at  the  very  center  of  the  dynamics  of  the  "global  economy "  about  which 
Americans  read,  and  talk  —  and  worry  —  so  much.  The  basic  story  of  the  U.S. 
automotive  industry  over  the  past  15  years  is  familiar  to  the  Subcomirtittee.  Imports 
soared  from  the  late  19708  and  the  Detroit  automakers  lost  sales,  market  share, 
production,  and  employment  because  they  were  not  up  to  the  standards  of  global 
competition.  To  survive,  the  industry  was  forced  to  restructure.  One  element  of  that 
restructuring  was  the  remaking  of  the  Detroit  automakers,  a  long,  costly,  and  painful 
process.  The  other  equally  important  element  was  the  entry  of  new  competitors  into  the 
inarket,  coinpanies  like  Nissan. 

That  restructuring  is  now  bearing  fruit.  The  Detroit  automakers  have  taken 
enonnous  strides  to  improve  productivity  and  quality  and  are  regaining  market  share. 
The  new  entrant  producers  are  maturing  into  fully  integrated  U.S.  producers  and  have 
become  an  integral  part  of  the  U.S.  industry.  It  is  no  exaggeration  to  say  that  a  new 
autoinotive  industry  now  exists  in  the  United  States,  one  that  is  much  stronger,  much 
more  coinpetitive  than  the  industry  that  existed  just  a  decade  ago. 

The  Detroit  automakers  point  to  Nissan  and  other  Japanese  companies  for  the 
pain  of  the  restructuring  they  endured.  Not  surprisingly,  perhaps,  we  see  things 
differently.  The  Detroit  automakers  and  some  of  their  suppliers  created  their  own 
coiTipetitiveness  probleins  and  must  accept  responsibility  for  the  pain  that  adjusting  to  the 
demands  of  global  competition  caused.  While  from  the  perspective  of  the  Detroit 
automakers,  we  may  have  seemed  to  be  the  problem;  from  the  perspective  of  creating  a 
coinpetitive  automotive  industry  in  the  United  States,  we  have  been  and  continue  to  be  an 
important  part  of  the  solution. 

We  were  the  agents  of  change,  the  catalysts  for  the  creation  of  a  competitive 
automotive  industry  in  the  United  States  —  both  by  virtue  of  the  competitive  products 
we  initially  imported  and  now  increasingly  build  here,  and  through  the  broader  impact  of 
our  investments  in  design,  engineering,  and  manufacturing  in  the  United  States.  We 
helped  to  tran.sform  the  "U.S.  automotive  industry"  into  what  is  now  a  world  class 
"automotive  industrv  in  the  United  States." 
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The  impact  of  the  investments  by  Nissan  and  other  new  entrant  manutacturers  is 
usually  measured  in  terms  of  the  amount  of  capital  invested  (now  Sy.fi  billion  in 
manufacturing  facilities  alone.  $1.35  billion  of  it  by  Nissan),  the  number  of  jobs  created 
(35,()(K)  employed  in  building  vehicles  in  the  seven  new  entrant  and  joint  venture 
companies  now  located  in  the  U.S.).  the  direct  and  indirect  payroll  contributions  to  local 
economies,  "ripple  effects"  through  supplier  purchases,  charitable  contributions  made, 
and  similar  indicators.  While  debate  flourishes  about  the  magnitude  of  the  net  positive 
impact  of  the  new  entrants,  there  is  no  doubt  in  the  minds  of  independent  analysts  that 
the  impact  is  positive.  The.se  contributions  are  significant  but  they  are  not  the  whole 
story.  They  fail  to  take  into  account  the  key  role  played  by  the  new  entrants  in  the 
revitalization  of  the  Detroit  automakers. 

We  introduced  the  Detroit  autoinakers  to  new  management  techniques,  new 
relationships  between  management  and  labor,  and  new  ways  of  organizing  work.  By 
giving  workers  more  responsibility  and  more  training,  by  equipping  them  with  more 
skills,  and  by  empowering  them  to  exercise  greater  control  over  the  work  they  do,  we 
showed  the  way  to  building  a  work  force  that  is  more  productive,  more  competitive, 
more  satisfied,  and  more  secure. 

We  introduced  the  traditional  U.S.  industry  to  new  relationships  between 
manufacturers  and  suppliers.  By  giving  suppliers  more  responsibility  for  the  work  that 
they  do  and  by  showing  them  how  to  work  more  productively,  we  helped  to  iinprove  and 
accelerate  the  product  development  cycle  in  the  U.S.  automotive  industry,  making  it 
more  efficient  and  enabling  it  to  produce  higher  quality  products.  And,  of  course,  we 
introduced  new  technologies. 

We  claim  no  monopoly  on  wisdom.  Just  as  we  adapted  and  improved  upon  the 
innovations  and  techniques  we  learned  from  our  parent  company,  the  Detroit  automakers 
and  some  suppliers  have  adapted  and  improved  upon  our  innovations.  We  are  now  all 
learning  from  each  other  through  joint  production  arrangements  like  the  Nissan/Ford 
Quest/Villager  compact  family  van  and  joint  ventures  like  New  United  Motor 
Manufacturing,  Inc.  (NUMMI).  We  have  been  —  and  we  will  continue  to  be  —  an 
important  catalyst  for  change  in  the  U.S.  automotive  industry  and  beyond.  U.S.  industry 
is  .stronger  and  better  able  to  compete  in  a  challenging  global  environment  because  of  us. 


SOURCES  OF  FRICTION  IN  U.S.— JAPAN  ECONOMIC  RELATIONS 

Administration  officials,  in  describing  the  intellectual  underpinnings  of  their 
emerging  trade  policy  vis-a-vis  Japan,  explain  that  Japan  presents  the  United  Slates,  and 
the  world,  with  two  related  problems:  an  "imbalance  problem"  and  a  "penetration 
problem."  By  "imbalance  problem"  the  Administration  says  it  means  Japan's  large  and 
growing  global  external  surplus.  By  'penetration  problem "  it  means  the  low  —  relative 
to  other  countries  —  participation  of  foreign  manufactured  goods  and  investment  in 
Japan's  economy,  i.e.,  market  access.  Although  we  disagree  with  some  of  the 
conclusions  the  Administration  has  reached  with  respect  to  how  best  to  address  these 
problems,  we  will  u.se  the  Administration's  starting  point  to  guide  the  discu.ssion  that 
follows. 

We  make  two  fundamental  points  in  this  statement.  First,  it  is  important  to 
understand  correctly  the  nature  of  the  "imbalance  problem"  in  order  to  reach  appropriate 
conclusions  both  as  to  what  should  be  done  about  it  as  well  as  what  should  not  be  done. 
Second,  it  would  be  incorrect  to  confu.se  a  trade  imbalance  in  a  particular  industry  sector 
with  that  "imbalance  problem "  and  incorrect  to  presume  a  particular  sector  imbalance  is 
evidence  of  a  market  access  problem,  or  of  anti-competitive  behavior.  A  bad  diagnosis 
will  lead  to  destructive  policies  —  protectionism  in  the  form  of  quotas,  market  share 
limits,  dome.stic  content  requirements,  or  mandated  purchasing  targets.  A  perfect 
example  is  the  call  to  eliminate  the  automotive  trade  imbalance  between  the  United 
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States  and  Japan,  a  transparent  ploy  for  government  intervention  to  limit  competition  in 
the  automotive  industry  here  in  the  U.S. 


THE  "IMBALANCE  PROBLEM" 

Japan's  growing  trade  surplus  with  the  United  States  —  $49  billion  last  year  — 
may  be  a  political  lightning  rod  but  it  is  not  the  "imbalance  problem"  upon  which  U.S. 
policy  should  focus.  To  the  extent  that  the  trade  imbalance  with  Japan  reflects  legitimate 
U.S.  market  access  complaints,  action  by  Japan  to  resolve  those  complaints  is  warranted. 
Action  is  warranted  because  the  U.S.  and  Japan  should  have  fully  equivalent 
opportunities  to  participate  in  each  other's  markets,  not  because  there  is  an  imbalance  in 
our  bilateral  trade.  Neither  the  imbalance  nor  its  recent  growth  can  be  attributed  to 
market  access  impediments. 

After  falling  26%  between  19X7  and  1990  (from  $56  billion  to  $41  billion). 
Japans  trade  surplus  with  the  United  States  has  now  grown  to  more  than  $49  billion. 
However,  no  responsible  analy,st  credits  this  expansion  of  Japan's  trade  surplus  to  trade 
banners.  The  culprit  is  Japan's  recession. 

U.S.  exports  to  Japan  grew  by  more  than  100%  —  from  $23  billion  to  $49  billion 
—  between  19X5  and  1990,  but  were  flattened  by  Japan's  recession.  Meanwhile,  Japans 
exports  to  the  United  States  continued  to  grow  after  1990,  a  modest  X7c,  as  the  U.S. 
economy  grew  anemically.  Thus  the  growth  in  Japan's  surplus  reflects  the  relative 
strength  of  our  economy,  not  just  its  weaknesses. 

Of  course  it  has  been  argued  that  even  at  its  recent  "low  water  mark"  of  $41 
billion,  Japan's  trade  surplus  with  the  United  States  is  "intolerable."  Indeed,  legislation 
has  been  introduced  in  Congress  in  recent  years  declaring  any  Japanese  trade  surplus  with 
the  United  States  unacceptable  and  mandating  the  virtual  elimination  of  the  trade 
imbalance.  As  appealing  as  this  simplistic  call  may  be  for  some,  it  is  nonetheless  true 
that  there  is  no  justifiable  economic  rationale  for  adopting  trade  policies  aimed  at 
eliminating  a  bilateral  imbalance.  (That  is  a  good  thing,  of  course,  since  the  U.S.  runs 
trade  surpluses  with  the  European  Community  and  Mexico  among  others.) 

There  is,  in  fact,  sound  logic  for  concluding  that  an  imbalance  of  trade  of  some 
magnitude  between  the  United  States  and  Japan  is  inevitable  and  not  undesirable,  .so  long 
as  we  bring  our  overall  global  external  position  into  reasonable  balance.  The  logic 
behind  this  conclusion  —  based  on  the  nature  and  composition  of  Japan's  trade  with  the 
United  States  —  was  persuasively  presented  to  the  Subcommittee  in  the  recent  testimony 
of  Fred  Bergsten  of  the  Institute  for  International  Economics. 

The  real  "imbalance  problem"  that  both  U.S.  and  Japanese  policy  should  aim  to 
address  is  the  excessive  magnitude  of  the  imbalance  between  Japan's  unprecedented 
global,  current  account  surplus  and  the  United  States'  persistent  global,  current  account 
deficit.  These  imbalances  reflect,  and  indeed  are  determined  by,  mirror- image 
imbalances  in  domestic  savings  and  investment  patterns  in  the  United  States  and  Japan. 
it  is  these  domestic  imbalances  that  must  be  rectified  in  order  to  reduce  our  external 
imbalances.  U.S.  fi.scal  deficit  reduction  and  higher  rates  of  Japanese  growth,  combined 
with  the  exchange  rate  adjustments  that  have  already  occurred,  are  the  way  to  fix  the 
"imbalance  problem." 

A  country's  external  financial  position  is  determined  by  fundamental  internal 
factors.  Thus,  attempts  to  manipulate  trade  balances  are  bound  to  fail.  If,  for  example, 
the  United  States  adopted  protectionist  policies  to  restrict  imports  of  certain  products,  or 
the  United  States  forced  Japan  to  expand  imports  of  certain  goods,  and  there  were  no 
changes  in  the  basic  domestic  factors  underlying  the  imbalance,  then  our  two  economies 
would  compen,sate  for  these  trade  policy  distortions.   In  the  case  of  the  U.S.  example,  we 
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might  import  greater  volumes  of  other,  non-restricted  goods.  In  the  case  of  the  Japan 
exaitipie,  it  might  also  import  fewer  non-designated  goods.  The  composition  of  our 
imbalance  may  change  —  benefiting  some  companies  and  workers  at  the  expense  of 
others  —  but  the  basic  imbalance  could  persist.  The  imbalance  could  be  artificially 
reduced  but  only  by  the  adoption  of  radical  protectionist  measures  that  would  impose 
huge  costs  in  terms  of  reducing  welfare  in  both  countries. 


THE  IMBALANCE  IN  AUTOMOTIVE  TRADE  AND  MARKET  ACCESS 

If  a  bilateral  trade  imbalance  is  not  an  appropriate  justification  for  trade  policy 
action,  then  the  existence  of  a  sectoral  bilateral  imbalance  provides  even  less 
justification.  That,  of  course,  is  a  good  thing  since  the  United  States  enjoys  sectoral  trade 
surpluses  with  most  countries  in  such  products  as  commercial  aircraft,  industrial 
machinery,  scientific  instruments,  chemicals,  and  pharmaceuticals  among  others. 

Trade  in  automotive  products  comprises  a  substantial  portion  of  the  overall 
imbalance  in  trade  between  the  United  States  and  Japan.  The  sectoral  imbalance  has 
been  relatively  .stable  in  recent  years,  about  $31  billion.  Presently,  it  accounts  for  more 
than  60%  of  the  overall  bilateral  imbalance.  That  fact  is  inconte.stable.  Equally 
incontestable,  we  contend,  is  the  fact  that  market  access  impediments  have  nothing  to  do 
with  this  imbalance. 

Trade  in  Vehicles:  The  Imbalance  Problem.  In  1992,  Japan  exported  to  the 
United  States  S22.3  billion  worth  of  cars,  multipurpose  passenger  vehicles  (MPVs),  and 
trucks.  In  1992.  the  United  States  exported  to  Japan  .$890  million  worth  of  cars.  MPVs. 
and  trucks.  TTiis  disparity  in  vehicle  trade  is  cited  by  some  as  "evidence"  of  a  closed 
Japanese  market.  That  conclusion  of  causal  relationship  lacks  a  foundation  in  facts. 

The  disparity  is  explained  by  two  factors:  (a)  the  relative  strength  of  the  U.S.  and 
Japanese  auto  industries,  and  (b)  the  level  of  commitment  and  effort  U.S.  and  Japanese 
auto  companies  have  made  to  compete  in  each  other's  markets.  The  disparity  reflects  an 
imbalance  in  competitiveness  and  commitment,  not  an  imbalance  in  market  access. 

American  consumers  "discovered"  Japanese  vehicles  when  they  turned  to  them 
for  their  superior  fuel  economy  during  the  "oil  shock"  of  the  late  1970s.  What  consumers 
"discovered"  was  not  only  the  superior  fuel  efficiency  of  Japanese  vehicles  but  also  their 
superior  quality  and  durability.  To  exploit  this  competitive  advantage,  Japanese 
companies  made  large  inve.stments  to  develop  distribution  and  service  capabilities,  to 
discern  the  special  needs  and  tastes  of  American  consumers  and  to  modify  their  vehicle 
designs  to  fulfill  tho.se  needs  and  tastes,  and  to  build  their  vehicles  to  comply  with  the 
very  different  regulatory  requirements  of  the  U.S.  Government. 

These  market-driven  actions  resulted  in  a  soaring  demand  for  Japanese  vehicles 
and  Japane.se  exports  to  the  United  States  in  the  early  'SOs  until  they  were  capped  by 
trade  restraints.  The  pressure  of  trade  restraints  combined  with  sound  business  logic  led 
Japanese  companies  to  make  huge  investments  in  U.S.  manufacturing  facilities.  The 
effect  has  been  a  dramatic  decline  in  the  number  of  Japanese  vehicles  exported  to  the 
United  States  —  Japan  exported  1.66  million  fewer  vehicles  in  1992  than  in  19S6  —  and 
a  corresponding  increase  in  the  number  of  Japanese-nameplate  vehicles  built  in  the 
United  States  —  from  nothing  a  little  more  than  a  decade  ago  to  1.7  million  in  1992. 
The  value  of  Japan's  exports  to  the  United  States  also  fell  but  not  in  tandem  with  the 
decline  in  the  volume  of  export  .shipments  because  of  a  higher-value  mix  of  vehicles 
exported  from  Japan  and  the  yen's  appreciation. 

Trade  in  Vehicles:  The  Access  Issue.  The  history  just  described  explains  one 
side  of  the  imbalance  equation.  But  what  about  the  other  side  of  that  equation,  exports  of 
vehicles  from  the  United  States  to  Japan?  Why  are  they  so  low'.' 
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Market  access  impediments  did  play  a  role  at  one  time.  Japan's  market  was  once 
closed  to  imports  and  foreign  investment  as  Japan  pursued  a  policy  of  temporary  "infant 
industry"  protection  while  it  rebuilt  its  economy  after  World  War  II.  But  that  was  a  long 
time  ago.  Border  measures  were  lowered  during  the  lyfiOs  and  completely  eliminated  m 
the  197()s.  Since  then,  however,  U.S.  manufacturers  have  alleged  that  non-tariff  barners 
—  standards/certification  procedures  and  distribution  —  inhibit  their  access  to  Japan's 
market. 

Japan's  standards  and  certification  procedures  are  no  more  burdensome  for 
foreign  than  for  domestic  manufacturers.  In  fact,  preferential  procedures  have  been 
established  for  small  volume  importers  with  the  result  that  the  regulatory  "burden "  the 
Detroit  automakers  face  in  Japan  is  considerably  less  than  the  burden  Japanese 
manufacturers  face  in  either  Japan  or  the  United  States.  Complying  with  legitimate 
foreign  governments  standards  is  an  obligation  incumbent  upon  any  company  engaging 
in  foreign  trade.  So  long  as  the  Detroit  automakers  build  their  vehicles  to  U.S.  standards 
and  then  modify  them  afterward  for  sale  in  Japan,  they  will  experience  a  self-imposed 
disadvantage.  This  is  a  "chicken-egg"  business  problem,  not  a  market  access 
impediment. 

As  for  distribution,  while  people  tend  to  forget  that  Japanese  manufacturers  were 
anything  but  enthusiastically  embraced  by  U.S.  dealers  when  they  arrived  in  the  United 
States  in  the  \95i)s  and  1960s,  it  is  true  that  Americans  today  face  a  more  difficult 
situation  today  than  Japanese  companies  faced  in  the  United  States  30  years  ago.  For  one 
thing,  the  cost  of  establishing  distribution  and  sales  networks  in  Japan  today  is  high; 
indeed,  the  cost  of  everything  in  Japan  today  is  high  after  converting  dollars  into  yen. 
(This  is  one  downside  of  the  Administration's  strategy  of  driving  up  the  value  of  the  yen: 
it  lowers  the  cost  of  U.S.  exports  in  yen,  but  it  also  makes  the  cost  of  doing  business  in 
Japan  for  American  companies  wanting  to  expand  sales  much  higher.)  Moreover,  career 
mobility  in  Japan,  though  rising,  is  still  limited  compared  to  the  United  States  so 
recruiting  experienced  personnel  is  a  challenge.  In  economic  terms,  these  are  "barriers  to 
entry"  but  they  are  not  "'trade  barriers." 

Even  taking  at  face  value  —  which  we  do  not  —  the  market  access  complaints  of 
the  Detroit  automakers,  they  still  cannot  explain  the  low  level  of  Detroit  automakers' 
sales  in  Japan.  Germany  and  Britain  both  export  more  vehicles  to  Japan  than  do  the 
Detroit  automakers.  France  and  Sweden  export  nearly  as  many.  As  it  has  become 
fashionable  to  make  third  country  comparisons  to  reach  judgments  about  the  relative 
openness  of  markets,  it  is  worth  noting  that  the  market  share  of  European  automotive 
manufacturers  in  the  United  States  and  in  Japan  is  virtually  identical.  If  the  U.S.  market 
is  "open,"  what  does  that  say  about  the  Japanese  market? 

The  fact  is  that  the  Detroit  automakers  have  not  made  a  serious  effort  to  enter  the 
Japanese  market.  There  is  some  evidence  that  this  situation  may  be  changing.  It  remains 
to  be  seen  whether  this  newfound  interest  in  the  Japanese  market  will  remain  serious  and 
consistent  over  the  long  term. 

Fewer  than  17f  of  the  models  the  Detroit  automakers  sell  in  Japan  are  powered  by 
engines  of  2,000  cc  or  le.ss.  That  means  the  Detroit  automakers  are  competing  for  just 
14%  of  the  Japanese  market  because  S6%  of  the  cars  sold  in  Japan  are  equipped  with 
engines  of  2,000  cc  or  less.  Even  worse,  X4%  of  U.S.  auto  exports  to  Japan  are  equipped 
with  engines  of  3,000  cc  or  more.  That  market  segment  accounts  for  just  3%  of  Japanese 
sales. 

Even  now.  only  one  Detroit  automaker's  model  made  in  the  U.S.  with  its  .steering 
column  on  the  right  hand  side  is  currently  sold  in  Japan.  There  is  some  demand  for  left- 
hand  drive  in  Japan  (and  some  European  manufacturers  offer  both  left-  and  right-hand 
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drive)  but  that  is  a  novelty  market,  accounting  tor  an  extremely  small  share  ot  Japanese 
demand. 

Only  10%  of  the  Japanese  market  is  accounted  for  by  sales  of  vehicles  that  cost 
more  than  3  million  yen.  Ninety  percent  of  Detroit  automakers  vehicles  are  priced  over  3 
iniilion  yen. 

Given  the  relative  competitive  strengths  of  Japan's  manufacturers  and  negative 
public  perceptions  in  Japan  about  the  quality  of  Detroit  automakers  products  (fed  by 
negative  perceptions  in  the  United  States  and  the  Detroit  automakers'  demands  for 
protection  from  Japanese  competition),  the  Detroit  automakers  have  appeared  content  to 
participate  in  the  market  through  their  equity  investments  in  Japanese  companies.  With 
their  dramatically  improved  levels  of  quality  and  their  potentially  stronger  price 
competitiveness  as  a  result  of  the  yen's  appreciation,  the  prospects  for  the  Detroit 
automakers  in  Japan  have  brightened.  To  succeed,  however,  they  have  much  to  do. 
Surmounting  trade  barriers  is  one  thing  they  need  not  worry  about. 

Even  AUTOMOTIVE  NEWS,  the  U.S.  industry's  weekly  "bible."  recently 
editorialized  that: 

...  the  notion  that  the  Japanese  should  open  their  market  to  Detroit 
automakers  cars  is  really  a  non-issue.  The  Detroit  automakers  haven  t 
done  the  necessary  spadework.  .And  technically,  the  Japanese  market  is 
open  now  ... 

In  their  new  book  that  drew  considerable  attention  at  the  Subcommittee's  hearing 
—  RECONCILABLE  Differences?  —  authors  C.  Fred  Bergsten  and  Marcus  Noland  write 
that: 

Questions  remain,  however,  as  to  the  seriousness  of  the  Detroit 
automakers'  commitment  to  selling  finished  cars  in  the  Japanese  market. 
...  Indeed,  some  have  argued  that  the  Detroit  automakers  have  no  real 
interest  in  penetrating  the  Japanese  market  —  that  the  actual  goal  of  these 
complaints  is  to  justify  protectionism  at  home. 

Until  the  Detroit  automakers  make  a  serious  and  sustained  commitment  to  export  to 
Japan  —  by  catering  to  Japanese  consumers'  distinct  preferences  in  the  design  of  their 
vehicles,  by  building  vehicles  to  meet  Japanese  standards  rather  than  modifying  them  car 
by  car,  and  by  doing  more  than  just  talking  about  the  challenges  of  distribution  —  this 
su.spicion  will  be  a  compelling  one. 

Trade  in  Automotive  Parts.  Government  officials  and  industry  experts  in  both 
the  United  States  and  Japan  concur  that  there  are  significant  problems  with  the  statistics 
measuring  trade  in  auto  parts  because  many  parts  are  classified  in  other  product 
categories.  There  is  no  doubt  about  the  basic  trends  and  orders  of  magnitude,  however. 
As  Japanese  manufacturers  have  invested  in  production  facilities  in  the  United  States  and 
as  the  fleet  of  Japanese  vehicles  {both  U.S. -built  and  imported)  has  expanded  and  aged. 
exports  of  Japanese  auto  parts  —  both  "original  equipment"  and  "aftermarket"  —  to  the 
United  States  have  grown.  They  rose  more  than  300%  from  1985  to  19X9  and  have  since 
leveled  off  at  between  %\()  billion  and  $1 1  billion  annually.  U.S.  auto  parts  exports  to 
Japan  have  grown  even  more  rapidly  but  started  from  a  much  smaller  base;  by  the 
understated  official  statistics  they  ju.st  exceed  $1  billion.  This  has  produced  an  official 
trade  imbalance  in  auto  parts  of  about  $10  billion  over  the  past  several  years. 

It  has  been  alleged  that  the  low  level  of  U.S.  auto  parts  exports  to  Japan,  the  high 
level  of  Japanese  auto  parts  exports  to  the  United  States,  and  the  sales  of  Japanese-owned 
auto  parts  companies  in  the  United  States  to  new  entrant  manufacturers  are  evidence  of 
"market  access"  impediments,  namely  an  unwillingness  on  the  part  of  Japanese  and 
Japanese-owned  American  companies  to  do  business  with  non-Japanese  firms.  As  a  U.S. 
Treasury  official  explained  to  a  Japanese  audience  recendy:   '"We  are  focusing  on  sectors. 
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like  automobile  parts,  where  market  forces  do  not  hold  sway  because  of  close 
connections  between  ...  firms  and  suppliers..."  While  the  trade  statistics  and 
procurement  data  are  undeniable,  the  conclusion  drawn  from  them  —  of  "market  access ' 
impediments  or  anticompetitive  practices  —  is  nevertheless  wrong.  The  purchasing 
practices  of  Japanese  automotive  companies  are  strongly  market  driven  and  they  have 
been  highly  pro-competitive,  not  anticompetitive. 

Analysts  and  observers  of  the  U.S.  auto  industry  during  the  IMSOs  were  quick  to 
acknowledge  the  severe  competitiveness  problems  of  the  Detroit  automakers.  They  were 
not  so  quick  to  understand  that  the  Detroit  automakers'  relationships  with  and  capabilities 
of  U.S.  parts  suppliers  were  also  part,  a  substantial  part,  of  the  problem. 

When  Nissan  first  began  manufacturing  operations  in  the  United  States,  there 
were  few  U.S.  suppliers  that  could  satisfy  our  quality,  price,  and  delivery  purchasing 
criteria,  even  for  relatively  unsophisticated  generic  parts.  Because,  with  few  exceptions, 
U.S.  suppliers  lacked  product  development  skills  —  they  relied  upon  the  Detroit 
automakers  to  provide  them  with  complete  component  designs  —  they  were  also  unable 
to  participate  in  Nissan's  product  development  system  for  sophisticated  parts.  Supplier 
firms  in  the  U.S.  and  Japanese  automotive  industries  traditionally  have  played  very 
different  roles;  much  more  is  expected  of  suppliers  in  the  Japanese  production  system. 
As  a  result,  few  U.S.  firms  were  able  to  meet  our  fourth  purchasing  criteria,  product 
development  capabilities. 

Like  the  U.S.  vehicle  industry,  the  U.S.  supplier  industry  has  taken  impressive 
strides  in  recent  years.  Once  again,  two  factors  have  been  at  work  in  the  industry's 
restructuring:  (I)  "traditional"  U.S.  suppliers  remaking  them.selves,  and  (2)  the  entry  of 
new  competitors  through  foreign  investment.  Foreign-owned  supplier  firms  have  now 
become  an  integral  part  of  the  U.S.  supplier  industry.  "Traditional"  U.S.  firms,  while 
still  not  the  match  of  the  best  Japanese  supplier  companies,  have  reduced  their  defect 
ratios  and  sped  up  their  delivery  capabilities.  Their  price  competitiveness  vi.s-a-vis 
imports  has  also  strengthened  with  the  appreciation  of  the  yen.  And  a  growing  number 
have  developed  stronger  product  development  capabilities.  A  recent  research  study 
prepared  by  the  Boston  Consulting  Group  concluded  that: 

...[W]hile  it  is  true  that  traditional  suppliers'  competitiveness  in  mass 
production  has  dramatically  imporved  in  recent  years,  they  still  lag  behind 
their  Japanese  counterparts  both  in  the  U.S.  and  in  Japan  in  terms  of  their 
ability  to  adapt  to  deliver  their  output  on  time  at  each  stage  of  product 
development.  Many  of  them  also  lacked  the  ability  to  contribute 
engineering  know-how  and  innovative  concepts. 

As  for  NLssan,  we  have  dramatically  expanded  our  ability  to  work  with  U.S. 
suppliers  —  through  our  creation  of  Nissan  R&D  in  the  United  States,  by  NMMC's 
launching  a  supplier-support  program  to  advise  supplier  firms  on  how  to  improve  their 
production  proces.ses,  and  by  our  parent  company's  expanding  its  capabilities  to  work 
with  American  suppliers  at  its  Technical  Center  in  Japan.  Similar  developments  are 
taking  place  across  the  industry. 

Far  from  being  anticompetitive,  the  effects  of  Japanese  companies'  purchasing 
practices  have  been  strongly  pro-competitive.  The  demanding  quality  standards  of 
Japanese  and  Japanese-owned  American  firms  have  forced  American  suppliers  to 
improve  —  not  just  to  sell  to  the  new  entrants  but  also  to  keep  the  business  of  the  Detroit 
automakers.  And  as  the  Detroit  automakers  and  U.S.  suppliers  have  embraced  aspects  of 
the  Japanese  automotive  production  system,  both  have  benefited  from  the  shorter  product 
development  cycles,  stronger  productivity,  and  improved  quality  that  the  system  yields. 
Once  again,  restructuring  has  been  difficult  and  painful,  but  it  is  producing  a  more 
competitive  and  healthier  U.S.  supplier  industry. 
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The  competitiveness  and  capability  impediments  to  higher  sales  of  U.S.  auto  parts 
to  Japanese  and  Japanese-owned  American  t'imis  are  falling.  As  a  result,  sales  are  rising. 
Purchases  by  Japanese  and  Japanese-owned  U.S.  companies  of  U.S.  auto  parts  have  risen 
from  under  %2  billion  in  FY  19X5  to  S13.(S  billion  in  FY  1992.  The  number  of  American 
firms  doing  business  with  Japanese  and  Japanese-owned  American  vehicle  manufacturers 
in  the  same  period  has  grown  from  fewer  than  300  to  more  than  1,150.  Even  last  year, 
when  the  automotive  markets  of  both  the  United  States  and  Japan  were  stagnant,  sales  of 
U.S.  auto  parts  grew  nearly  30%. 

Just  two  years  ago,  the  University  of  Michigan  published  a  study  that  predicted 
the  1994  auto  parts  trade  imbalance  between  the  United  States  and  Japan  would  reach 
S22  billion.  According  to  press  reports,  the  University  will  soon  make  a  new  prediction 
that  next  year's  deficit  will  be  less  than  half  that  amount  and  may  shrink  further.  Things 
are  moving  in  the  right  direction  —  in  response  to  market  forces. 

Today's  automotive  marketplace  is  highly  competitive.  As  anyone  who  has 
shopped  for  a  car  lately  can  attest,  Japanese  nameplates  as  a  group  are  competing  at  a 
substantial  price  disadvantage.  The  notion  that  in  this  environment  manufacturers  can 
make  purchasing  decisions  that  ignore  market  forces  and  rely  instead  upon  "traditional 
ties"  between  manufacturers  and  suppliers  defies  all  common  and  business  sen.se. 

Tfie  dramatic  appreciation  of  the  yen  this  year  coming  on  top  of  its  appreciation 
since  19S5,  gives  Nissan  and  other  companies  that  import  parts  from  Japan  (the  Detroit 
automakers  as  well  as  other  new  entrant  firms)  an  additional  incentive  to  'buy  American 
and  we  are  all  working  hard  to  cut  our  costs.  But  we  compete  on  the  basis  of  value, 
however,  and  not  just  price.  As  a  result,  suppliers  must  continue  to  meet  all  of  our 
stringent  purchasing  criteria.  Those  that  do  meet  our  criteria  —  regardless  of  who  owns 
them  —  become  Nissan  suppliers. 


CONCLUSION 

Competition  is  hard:  adjustment  is  often  painful.  The  pain  can  motivate  all  those 
involved  —  companies,  workers  and  governments  —  to  seek  relief,  ,to  alleviate  the 
pressure,  and  to  shift  the  costs  to  consumers  (and,  along  with  the  blame,  to  foreigners). 
Such  efforts  to  run  nd  hide  from  global  competitive  pressures  spawned  the  voluntary 
export  restraint  agreements  (VERs)  of  the  19S0s  and  proposals  for  'voluntary'  import 
expansions  (VIEs)  in  the  1990s.  Yet  such  futile  escapism  fails  even  to  begin  to  address 
the  underlying  problem,  the  inability  to  compete.  Worse,  by  providing  a  shield  against 
competition,  it  delays  the  adjustment  that  is  required  to  become  competidve. 

As  the  President  has  said,  "we  must  compete,  not  retreat."  We  must  find  a  way  to 
make  change  our  "friend"  rather  than  our  "enemy."  Competition  is  ultimately  a  friend 
that  enriches  the  nation,  spurs  innovation,  creates  new  customers,  and  promotes  global 
growth  and  prosperity. 

The  best  way  for  the  American  automotive  industry,  of  which  we  are  proud  to  be 
a  part,  to  improve  our  competitiveness  is  to  improve  the  quality  and  prices  of  our 
products,  and  our  delivery  and  product  development  capabilities.  The  best  way  to  retard 
our  competitiveness  is  for  the  government  to  intrude  into  the  market,  as  through  quotas, 
VIEs,  dome.stic  content  or  purchasing  requirements,  or  other  mandates.  Such  intrusion  is 
inconsistent  with  the  commercial  considerations  that  are  the  lifeblood  of  competition  in  a 
free  market  economy. 
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